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There  are  two  ways  in  which  any  business  can  grow:  merger  and  internal 
expansion. 

This  bulletin  shows  how  agricultural  cooperatives  have  made  effective  use  of     * 
merger  in  their  growth. 

Most  of  the  merging  cooperatives  studied: 

Were  well  established,  with  a  long  background  of  operating  experience 
at  the  time  of  their  first  merger 

Were  relatively  small  in  sales  volume  and  membership  * 

Grew  more  rapidly,  after  merging,  than  non-merging  cooperatives. 

For  these  cooperatives,  merger  often  proved  the  best  or  only  way  to: 

Exploit  the  economies  that  come  with  increased  size 

Increase  market  power  4 

Diversify 

Insure  sources  of  supply 

Increase  outlets 

Protect  existing  outlets 

Eliminate  wasteful  duplication  of  procurement  or  distribution  systems  4 

Enter  a  new  field,  acquiring  in  one  major  step  the  necessary  facilities  and 

know-how 

Acquire  additional  facilities  at  less  than  the  cost  of  new  construction 


".  .  .  Many  cooperative  managers  and  members  still  apparently  feel  that  there 
is  something  'unnatural'  or  'uncooperative'  about  growing  by  merging  with 
other  cooperatives  or  acquiring  noncooperatives.  .  .  .  Cooperatives  in  one  area 
often  are  unaware  of  the  successes  and  problems  cooperatives  of  other  areas  have 
experienced.  ...  A  study  of  over-all  cooperative  merger  activity  may  help  to 
improve  communications  among  cooperatives.  ...  It  may  help  them  to  decide 
what  may  be  possible  for  them  by  learning  what  has  been  possible  for  others." 
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I.  Nature  and  Objective 

of  the  Study 


WHY  STUDY  COOPERATIVE  MERGERS? 


Agricultural  cooperatives  grow  in  a 
continually  changing  economic  environ- 
ment. And,  as  this  environment  changes, 
so  must  their  growth  methods.  This  is  a 
study  of  one  method  of  growth  which 
contemporary  economic  conditions  often 
dictate  as  the  most  efficient,  and  in  some 
cases  the  only  means  of  growth. 

Much  of  the  empirical  and  theoretical 
work  of  students  of  cooperation  has  dealt 
with  factors  pertinent  to  cooperative  suc- 
cess and  failure.  Usually  such  studies 
attempt  to  isolate  strategic  management 
and  operating  principles  prerequisite  to 
success.1  While  not  saying  so  explicitly, 
these  studies  imply  that  strict  adherence 
to  these  principles  will  result  in  success- 
ful cooperative  growth. 

Recently  students  of  cooperation  have 
developed  theoretical  models  helpful  in 
determining  the  "ideal"  way  in  which 
cooperatives  should  operate  if  their  ob- 
jective is  to  maximize  their  owner- 
patrons'  net  income.2  Especially  apropos 


to  this  discussion  are  models  helpful  in 
determining  the  optimum  cooperative 
size. 

Both  approaches  have  contributed 
much  to  our  knowledge  of  the  compo- 
nents of  cooperative  success.  But  while 
they  deal  with  reasons  for  growth — 
especially  how  to  achieve  various  econo- 
mies of  scale — they  tell  us  little  about  the 
best  means  of  growing. 

Any  firm — cooperative  or  noncoopera- 
tive— can  grow  through  internal  or  ex- 
ternal expansion.  A  business  grows 
internally  by  building  its  own  facilities, 
developing  its  own  markets,  and  in  the 
case  of  cooperatives,  by  adding  new 
members  and  increasing  business  with 
the  old.  External  growth  involves  expan- 
sion by  acquiring  (or  combining  with) 
all  or  part  of  another  going  concern. 
Thus  external3  growth  is  synonymous 
with  growth  by  merger,  acquisition,  con- 
solidation, or  amalgamation.4 

Many  cooperative  leaders  long  have 


1  The  most  recent  study  of  this  type  was  H.  E.  Erdman  and  J.  M.  Tinley,  "The  Principles  of  Co- 
operation and  Their  Relation  to  Success  or  Failure,"  California  Ag.  Expt.  Sta.  Bui.  758,  February 
1957. 

2  Those  contributing  most  to  this  approach  have  been  Ivan  V.  Emelianoff,  Frank  Robotka.  and 
Richard  Phillips.  See  Richard  Phillips,  "Economic  Nature  of  the  Cooperative  Association"  ( Un- 
published Ph.D.  Thesis,  Iowa  State  College,  1952) . 

3  J.  Fred  Weston  divides  growth  into  these  two  categories  in  his  study,  The  Role  of  Mergers  in 
the  Growth  of  Large  Finns  (Berkeley:  The  University  of  California  Press,  1953).  This  method  of 
growth  should  not  be  confused  with  external  and  internal  means  of  financing  growth.  A  firm  grow- 
ing by  external  means  may  finance  such  growth  either  from  retained  earnings  (internal  financing) 
or  sale  or  exchange  of  stock  (external  financing) . 

4  It  should  be  recognized  that  cooperative  sales  federations  represent  a  form  of  external  growth 
involving  partial  merger.  While  this  study  does  not  deal  with  this  form  of  growth,  it  should  not  be 
inferred  that  the  author  believes  it  unimportant,  or  less  important  than  growth  by  complete  merger. 
On  the  contrary,  often  federation  of  cooperatives  is  the  most  desirable  and  sometimes  the  only 
practical  way  of  achieving  large-scale  operations. 
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recognized  the  needs,  opportunities,  and 
problems  of  cooperative  growth  by 
mergers.  As  early  as  the  1930's  Frank 
Robotka  of  Iowa  State  College  urged 
extensive  reorganization  and  consolida- 
tion of  cooperative  creameries  in  Iowa. 
In  1939  Froker,  Colebank  and  Hoffman 
concluded  that  "the  size  of  the  private  or- 
ganizations with  which  producers  must 
deal  or  compete  certainly  suggests  that 
they  consolidate  their  efforts  in  as  few 
organizations  as  possible,  giving  due 
consideration  to  the  nature  of  the 
products  and  the  particular  marketing 
problem."" 

In  1940  George  W.  Rupple,  manager 
of  the  Consolidated  Badger  Cooperative, 
Shawano,  Wisconsin,  said  that  the  con- 
solidation of  hundreds  of  cooperative 
plants  was  essential  to  increased  effi- 
ciency. He  urged  cooperative  leaders  to 
recognize  that  "in  a  modern,  fast-moving 
world  we  must  either  continue  to  grow 
and  expand,  or  be  relegated  to  a  status 
which  permits  us  to  boast  only  a  glorious 
past."8  Through  the  years  many  other 
cooperative  leaders  have  voiced  similar 
pleas  and  have  done  much  toward  im- 
plementing them. 

A  number  of  published  studies  have 
been  made  on  this  subject,7  and  there 
have  also  been  numerous  unpublished 
studies  made  by  members  of  various 
Land  Grant  Colleges,  Farmer  Coopera- 
tive Service,  Banks  for  Cooperatives, 
and     private     management     consulting 


agencies.  These  unpublished  reports 
usually  were  made  at  the  request  of  co- 
operatives interested  in  determining  the 
feasibility  of  particular  consolidations. 

However,  no  study  has  been  made  of 
over-all  cooperative  merger  activity,  its 
impact  on  cooperative  growth,  the  gen- 
eral economic  forces  underlying  it,  and 
the  unique  problems  cooperatives  face 
when  growing  in  this  way. 

It  seems  important  that  such  a  study  be 
made.  In  spite  of  all  the  work  done  on 
this  topic,  many  cooperative  managers 
and  members  still  apparently  feel  that 
there  is  something  "unnatural"  or  "unco- 
operative" about  mergers.  And  because 
only  the  largest  mergers  receive  general 
public  attention,  cooperatives  in  one  area 
often  are  unaware  of  the  successes  and 
problems  cooperatives  in  other  areas 
have  experienced  when  growing  by 
merger.  A  study  of  over-all  cooperative 
merger  activity  may  improve  communi- 
cations among  cooperatives  on  this  mat- 
ter, and  it  may  help  them  to  decide  what 
may  be  possible  for  them  by  learning 
what  has  been  possible  for  others.  It  is 
hoped  that  this  study  will  help  to  improve 
understanding  of  the  importance  of 
mergers  in  the  development  of  agricul- 
tural cooperatives. 

A  further  objective  is  to  add  to  our 
knowledge  of  the  merger  component  of 
growth.  Most  empirical  studies  of 
mergers  have  dealt  mainly  with  mergers 
by  large  firms.8  And  some  studies  imply 


5  R.  K.  Froker,  A.  W.  Colebank,  and  A.  C.  Hoffman,  Large-Scale  Organization  in  the  Dairy  In- 
dustry, Circular  No.  527,  U.S.D.A.,  July  1939,  pp.  54,  55. 

8  George  W.  Rupple,  "Do  Consolidations  Lead  to  Worth-while  Economies,"  American  Coopera- 
tion, 1940,  p.  456. 

7  See,  for  example,  William  Dankers  and  E.  Baughman,  "A  Survey  of  Cooperative  Creameries  in 
West  Central  Minnesota,"  Pamphlet  No.  70,  University  of  Minnesota,  Agr.  Expt.  Sta.,  1940.  W.  H. 
Dankers,  Karl  Shoemaker,  H.  C.  Pederson,  and  Fred  Olson,  "A  Study  of  Dairy  Marketing:  Three 
Cooperative  Associations,"  Agr.  Ext.  Service,  University  of  Minnesota,  November,  1954.  J.  M. 
Tinley  and  K.  D.  Naden,  "Proposals  for  Reorganization  of  Bodega  Cooperative  Creamery,  Inc., 
and  Point  Reyes  Dairymen's  Association,"  Agr.  Expt.  Sta.,  University  of  California,  mimeographed 
report  No.  86.  J.  M.  Tinley  and  G.  W.  Parks,  "Consolidation  of  Citrus  Packing  Houses  in  the 
Ontario-Cucamonga  Area,"  California  Agr.  Expt.  Sta.,  Mimeographed  Report  No.  154,  June  1953. 
Paul  E.  Ouinlus  and  Frank  Robotka,  "Butterfat  Procurement  by  Creameries  in  Butler  County, 
Iowa,"  Iowa  Agr.  Expt.  Sta.,  Res.  Bui.  265,  1939.  Truman  Graf  and  Karl  Shoemaker,  "Considera- 
tion for  Dairy  Marketing  Reorganizations  in  the  Marshfield  Area,"  Ag.  Econ.,  14,  November,  1954, 
College  of  Agriculture,  University  of  Wisconsin.  Truman  Graf,  "Dairy  Marketing  in  Southwestern 
\\  isconsin,"  Ag.  Evan.,  25,  December,  1957,  College  of  Agriculture,  University  of  Wisconsin. 
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that  this  method  of  growth  is  used  pre- 
dominantly by  large  businesses.9  Because 
agricultural  cooperatives  are  essentially 
small  and  medium-sized  organizations,  a 


study  of  the  role  of  mergers  in  their 
growth  should  aid  in  filling  a  void  in  our 
knowledge  of  the  merger  component  of 
firm  growth. 


NATURE  OF  THIS  STUDY 


Organization 

The  study  is  divided  into  two  parts. 
The  first  is  essentially  a  survey  of  merger 
activity  in  all  areas  of  agricultural  co- 
operation. It  is  concerned  with:  1)  de- 
scribing the  extent  and  nature  of  co- 
operative merger  activity  through  the 
years,  especially  since  1939;  2)  analyz- 
ing the  importance  of  mergers  in  the 
growth  of  agricultural  cooperatives; 
3)  isolating  the  basic  economic  forces 
underlying  cooperative  mergers. 

The  second  part  of  the  study  involves 
a  more  intensive  analysis  of  the  impor- 
tance of  mergers  in  the  growth  of  dairy 
cooperatives.  This  industry  was  selected 
for  a  case  study  because  it  is  the  area 
of  most  extensive  cooperative  merger 
activity. 

Sources.  The  basic  information  on 
mergers  among  cooperatives  is  largely 
derived  from  reports  of  mergers  in  the 
cooperative  discontinuance  file  of  the 
Farmer  Cooperative  Service.  Information 
on  acquisitions  of  noncooperative  con- 
cerns by  cooperatives  was  received  from 
various  secondary  sources  (see  Appendix 
B).  Data  for  the  second  phase  of  the 
study  were  obtained  largely  from  mailed 
questionnaires  and  personal  interviews. 
Also,  considerable  information  for  both 
phases  was  received  from  over  20  special 
studies  of  actual  or  proposed  mergers. 
These  were  made  available  to  the  author 


by  cooperatives,  Land  Grant  Colleges, 
and  governmental  agencies. 

Types  of  Cooperative  Mergers 
Studied.  The  terms  merger,  consolida- 
tion, amalgamation,  and  acquisition 
have  legal  as  well  as  economic  connota- 
tions. In  economics  they  are  usually 
employed  interchangeably.  In  its  narrow- 
est sense,  a  merger  involves  the  acquisi- 
tion of  one  firm  by  another,  with  only 
the  acquiring  concern  retaining  its 
identity.  The  terms  consolidation  and 
amalgamation  are  used  to  describe  the 
situation  where  two  or  more  previously 
independent  concerns  combine  in  such 
fashion  that  each  loses  its  identity  and  a 
new  organization  is  created.  The  term 
acquisition  refers  to  the  purchase  of  all 
or  part  of  one  firm  by  another. 

One  principle  is  common  in  all  these 
cases:  instead  of  growing  or  expanding 
by  adding  to  its  own  business  volume 
and/or  facilities  by  building  new  capa- 
city and/or  getting  new  customers,  a  firm 
increases  its  size  by  acquiring,  joining, 
or  obtaining  control  of  other  businesses. 

This  study  is  concerned  with  two  types 
of  cooperative  mergers:  1)  the  joining 
together  of  all  or  substantial  parts  of 
previously  independent  cooperative  asso- 
ciations; 2)  the  acquisition  of  all  or 
substantial  parts  of  noncooperative 
businesses  by  agricultural  cooperatives. 

Mergers  among  locals  of  federated  co- 


8  For  example,  Weston  studies  the  role  of  mergers  in  the  growth  of  74  of  the  country's  largest 
firms.  Fred  Weston,  The  Role  of  Mergers  in  the  Growth  of  Large  Firms  (Berkeley:  University  of 
California  Press,  1953) . 

9  For  example,  the  Federal  Trade  Commission's  Report  on  Corporate  Mergers  and  Acquisitions, 
May,  1955,  greatly  understates  the  extent  of  merger  activity  by  small  concerns.  See  Willard  F. 
Mueller,  "A  Comment  on  the  FTC's  Report  on  Mergers  with  Special  Reference  to  Dairy  Mergers," 
Journal  of  Farm  Economics,  February,  1957,  pp.  140-152,  for  a  discussion  of  the  extent  of  this 
understatement  in  the  dairy  industry. 
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operatives  are  included  in  the  former 
category.  In  some  respects  such  associa- 
tions are  not  completely  independent  of 
each  other  because  they  sell  all  or  part 
of  their  output  through  the  same  sales 
organization.  However,  such  associations 
are  legally  separate  corporations  and  in 
fact  usually  are  operated  largely  inde- 
pendently of  one  another,  often  compete 
with  one  another  for  membership,  and 
sometimes  for  patrons  or  customers.  But 
if  such  locals  merge  with  one  another 
they  lose  their  separate  legal  identity, 
operate  as  a  single  economic  unit,  and  no 
longer  compete  with  one  another  in  any 
respect. 

This  study  will  deal  only  with  mergers 
involving  agricultural  marketing  and 
supply  associations.  Rural  electrification 
associations,  credit  cooperatives,  and 
consumer  cooperatives  have  not  been 
included. 

For  various  reasons,  the  author  has 
found  it  convenient  to  classify  merging 
cooperatives  into  acquired  and  acquiring 
cooperatives.  When  two  cooperatives 
merge,  and  one  retains  its  legal  identity, 
the  latter  is  called  the  acquiring  coopera- 
tive and  the  other  is  called  the  acquired 
cooperative.  When  two  or  more  coopera- 
tives consolidate  and  form  a  new  associa- 
tion, the  largest  of  the  consolidating  co- 
operatives is  considered  to  be  the  acquir- 
ing cooperative  and  the  others  the 
acquired  cooperatives.  Thus,  if  five  co- 
operatives consolidate  to  form  a  new 
association,  it  will  be  counted  as  if  one 


acquiring  cooperative  (the  largest)  and 
four  acquired  cooperatives  were  in- 
volved. 

Methods  of  Measuring  Mergers. 

Merger  studies  have  used  or  proposed  a 
variety  of  methods  to  measure  the  size 
of  merging  firms,  including:  sales,  value 
added,  net  worth,  total  assets,  physical 
assets,  number  of  employees,  and  capac- 
ity. Usually  the  method  of  measurement 
used  has  been  determined  mainly  by  the 
type  of  data  available.  But  in  practice 
sales  and  total  assets  are  the  best  meas- 
ures of  firm  size.10  Sales  figures  are  the 
most  appropriate  measure  of  the  impor- 
tance of  a  firm's  size  in  a  given  market, 
but  they  fail  to  indicate  the  degree  of  its 
vertical  integration.  Total  assets  figures, 
on  the  other  hand,  give  an  indication  of 
the  over-all  size  of  a  firm,  but  may  fail  to 
indicate  accurately  the  concern's  impor- 
tance in  particular  markets.  Ideally,  be- 
cause of  these  considerations,  both  ap- 
proaches should  be  used.  This  study  has 
tried  to  do  this,  but  it  has  not  always  been 
possible  because  of  the  limitations  in  the 
basic  data. 

The  first  part  of  this  study  uses  ad- 
justed sales  and  membership  figures  for 
acquired  cooperatives.  Data  on  the  size 
of  acquired  noncooperatives  are  very  in- 
complete, but  information  available  to 
us  is  of  asset  size  or  purchase  price  of  the 
acquired  concerns. 

Much  of  the  second  part  uses  sales, 
asset,  and  membership  figures  of  the 
acquired  and  acquiring  concerns. 


10  See  Bernard  A.  Kemp,  "The  Merger  Component  in  the  Growth  of  a  Firm"  (unpublished  Ph.D. 
dissertation,  Vanderbilt  University:  1957),  and  Weston,  op.  cit. 
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II.  The  Structure  of  Cooperative 

Mergers,  1909-1955 


COOPERATIVE  MERGER  ACTIVITY 


The  purpose  of  Part  II  of  this  study  is 
to  1)  survey  the  nature  and  extent  of 
over-all  merger  activity  by  agricultural 
cooperatives,  2)  analyze  the  reasons  for 
cooperative  mergers,  3)  measure  the  im- 
pact of  mergers  on  the  size  of  agricultural 
cooperatives,  and  4)  compare  coopera- 
tive and  non-cooperative  merger  activity. 

1.  There  has  been  a  continuing  though 
varying  extent  of  merger  activity  among 
cooperatives  ever  since  World  War  I. 

Our  sources  recorded  nearly  500 
mergers  among  cooperatives  up  through 
1939.  Pre-1940  merger  activity  reached  a 
peak  during  the  early  thirties. 

We  have  records  of  485  mergers 
among  cooperatives  during  1940-1955. 
Post-1940  mergers  reached  a  peak  during 
and  immediately  after  World  War  II. 

2.  Cooperative  merger  activity  cut 
across  all  the  major  commodity  lines. 
Before  1940,  25  per  cent  of  these  mergers 
involved  fruit  and  vegetable  coopera- 
tives, 16  per  cent  dairy  cooperatives,  15 
per  cent  supply  cooperatives,  and  14  per 
cent  livestock  cooperatives.  Since  1940, 
39  per  cent  of  the  mergers  involved  dairy 
cooperatives,  26  per  cent  supply  coopera- 
tives, 13  per  cent  elevator  and  grain  co- 
operatives, and  13  per  cent  fruit  and 
vegetable  cooperatives. 

3.  Most  merging  cooperatives  had  been 
operating  for  many  years  before  merging. 
The  average  association  merging  during 
1940-1955  had  operated  23  years. 

4.  The  great  majority  of  the  coopera- 
tives merging  during  1940-1955  were 
very  small;  30  per  cent  had  sales  under 
$100,000,  77  per  cent  under  $500,000, 


and  88  per  cent  under  $1,000,000.  The 
total  sales  of  all  cooperatives  merging 
during  1940-1955  are  estimated  at  about 
$360,000,000. 

5.  The  membership  of  most  merging 
associations  was  also  quite  small.  About 
36  per  cent  of  the  cooperatives  merging 
during  1940-1955  had  under  100  mem- 
bers and  82  per  cent  had  under  500 
members.  The  total  membership  of  merg- 
ing cooperatives  is  estimated  to  be  about 
170,000  persons. 

6.  The  great  majority  of  mergers 
among  cooperatives  involved  horizontal 
integration;  that  is,  mergers  among  co- 
operatives performing  the  same  market- 
ing function.  About  8  per  cent  involved 
diversification;  that  is,  merging  of  asso- 
ciations marketing  different  products. 

7.  During  1940-1955,  many  coopera- 
tives grew  by  acquiring  none o operative 
concerns.  We  have  recorded  553  such 
acquisitions.  This  merger  activity 
reached  a  peak  during  World  War  II. 
Dairy  cooperatives  accounted  for  58  per 
cent  of  these  mergers  and  supply  associa- 
tions accounted  for  22  per  cent. 

8.  Although  most  noncooperatives  ac- 
quired by  cooperatives  were  very  small 
concerns,  a  number  of  sizable  concerns 
were  involved.  It  is  estimated  that  the 
over  500  noncooperatives  acquired  by 
cooperatives  were  purchased  for  about 
$190  million. 

9.  The  485  cooperatives  merging  with 
cooperatives  during  1940-1955  were 
purchased  by  340  cooperatives,  or  an  av- 
erage of  1.4  per  association.  The  16  per 
cent  of  the  acquiring  cooperatives  merg- 
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ing  with  three  or  more  cooperatives  ac- 
counted for  30  per  cent  of  all  cooperative 
mergers. 

10.  The  553  noncooperatives  acquired 
by  cooperatives  during  1940-1955  were 
acquired  by  333  cooperatives,  or  an  aver- 
age of  1.7  per  association.  The  10  per 
cent  of  the  acquiring  cooperatives  which 
purchased  three  or  more  noncooperatives 
accounted  for  about  40  per  cent  of  all 
such  acquisitions. 

11.  Many  cooperatives  merged  with 
both  cooperatives  and  noncooperatives. 
The  1,038  recorded  cooperative  and  non- 
cooperative  mergers  during  1940-1955 
were  acquired  by  613  cooperatives,  or  an 
average  of  1.7  each.  The  10  per  cent  of 
the  cooperatives  making  three  or  more 
acquisitions  accounted  for  41.7  per  cent 
of  all  recorded  cooperatives  and  nonco- 
operatives acquisitions. 

12.  Cooperatives  merged  for  a  variety 
of  reasons.  These  can  be  divided  into  two 
classes:  1)  motives  for  growth,  and  2) 
motives  for  growth  through  mergers.  The 
former  include  the  desire  to  achieve 
economies  of  scale,  eliminate  duplication 
in  procuring  raw  supplies,  obtain  ad- 
vantages of  vertical  integration  and 
product  diversification,  and  to  achieve 
market  power.  The  second  level  of  mo- 
tives has  to  do  with  factors  which  make 
it  preferable  to  grow  by  mergers  rather 
than  by  internal  expansion.  These  in- 
clude certain  market  considerations  aris- 
ing because  of  the  structure  of  markets 
in  which  cooperatives  operate,  considera- 
tions which  make  it  cheaper  to  buy  than 
build  physical  facilities,  the  advantages 
of  getting  technical  and  management 
know-how  through  mergers,  advantages 
of  financing  expansion  through  mergers, 
and  wartime  considerations  which 
limited  internal  expansion. 

13.  Cooperative  mergers  during  1940- 
1955  did  not  result  in  any  great  transfor- 
mation in  the  structure  of  American  agri- 
cultural cooperatives.  During  this  period, 
only  about  4.5  per  cent  of  all  coopera- 
tives   operating    in    1939-1940    discon- 


tinued operations  during  1940-1955  by 
mergers. 

14.  However,  cooperative  mergers  did 
contribute  significantly  to  the  size  of  co-        4 
operatives     operating     in      1939-1940. 
Mergers   among  cooperatives   increased 

the  average  size  of  remaining  coopera- 
tives by  8.1  per  cent  bteween  1940-1955; 
acquisitions  of  noncooperatives  added 
another  13  per  cent.  Mergers  were  most 
important  to  the  growth  of  supply  coop- 
eratives where  mergers  among  coopera- 
tives increased  the  average  of  size  of 
associations  operating  in  1939-1940  by 
16.7  per  cent  and  acquisition  of  nonco- 
operatives added  another  42.77  per  cent. 
In  the  case  of  dairy  cooperatives  the  com-  - 
parable  figures  were  11  per  cent  and  12 
per  cent. 

15.  Although  mergers  during  1940- 
1955  added  significantly  to  the  average 
size  of  cooperatives  operating  in  1939- 
1940,  acquisitions  of  non-cooperatives 
accounted  for  only  about  6.6  per  cent  of  4 
the  aggregate  growth  of  cooperative  sales 
during  1940-1955. 

16.  The  above  are  solely  aggregate 
comparisons.  While  our  data  do  not  per- 
mit us  to  isolate  the  effects  of  mergers  on 
the  individual  acquiring  cooperatives,  it 
is  obvious  that  they  were  much  more  im- 
portant to  such  cooperatives  than  our  4 
aggregate  comparisons  suggest.  Only  6 

per  cent  of  the  total  cooperative  popula- 
tion in  1930-1940  accounted  for  all  the 
acquisitions  used  in  the  above  aggregate 
comparisons. 

17.  Comparisons  should  be  made 
cautiously  of  data  presented  here  on  co-  r 
operative  mergers  and  of  other  studies  of 
merger  activity  in  the  economy  as  a 
whole.  Merger  studies  characteristically  t 
greatly  understate  merger  activity  by 
small  concerns.  Thus,  any  comparisons 

of  this  study  with  others  necessarily  in- 
volves comparisons  between  large  and 
small  (cooperative)  concerns.  It  is  clear, 
however,  that  manufacturing  concerns 
with  assets  exceeding  $1,000,000  make 
much  more  extensive  use  of  mergers  than  + 
do  cooperatives  of  all  sizes. 
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COOPERATIVE  MERGERS  BEFORE  1940 


purchasing  associations  were  third  with 
69  (table  1). 

The  first  reported  cooperative  merger 
occurred  in  1909;  it  involved  two  de- 
ciduous fruit  associations.  In  the  suc- 
ceeding years,  the  number  of  mergers 
rose  until  1925  and  then  fell  off  slightly 
until  1928.  Pre-1940  merger  activity 
reached  a  dramatic  peak  in  the  depth  of 
the  great  depression:  between  1929  and 
1935,  an  average  of  25  consolidations  a 
year  occurred.  Merger  activity  declined 
sharply  after  1935  and  dropped  to  a  20- 
year  low  of  nine  each  in  1938  and  1939. 

About  the  same  merger  pattern  pre- 
vailed among  cooperatives  in  all  fields. 
Mergers  among  cooperatives  of  all  types 
except  purchasing  associations  reached 
a  peak  during  1930-1934  (table  1). 
Purchasing  association  mergers  peaked 
during  1925-1929.  This  similarity  in 
merger  activity  among  cooperatives  of 
all  types  suggests  that  the  same  general 
economic  or  other  forces  were  at  work  in 
all  areas. 

No  study  has  been  made  of  the  causes 
for  any  of  these  mergers.  However,  the 
inverse  relationship  between  cooperative 
merger  activity  and  favorable  economic 
conditions  in  agriculture  suggest  that 
many  mergers  resulted  from  "hard 
times"  in  agriculture.  As  farm  income  de- 
clined after  World  War  I,  cooperative 
merger  activity  increased;  but  as  the 
farm  situation  improved  somewhat  in 
the  mid-1920's,  merger  activity  slack- 
ened. Then  with  the  coming  of  the  great 

11 W.  W.  Cochrane  and  R.  H.  Ellsworth,  Farmers'  Cooperative  Discontinuances,  1875-1939, 
Farm  Credit  Administration,  Cooperative  Research  and  Service  Division,  Wise.  Report,  No.  65. 
June,  1943.  Work  sheets  for  this  study  were  made  available  to  the  author  by  Farmer  Cooperative 
Service,  U.  S.  D.  A. 

12  Rechecking  the  entire  Farmer  Cooperative  Service  file  of  14,655  associations  which  had  dis- 
continued operating  since  1875  did  not  seem  warranted,  but  the  file  of  California  cooperative  dis- 
continuances was  checked.  According  to  Cochrane  and  Ellsworth,  up  to  1939  California  had  more 
discontinuances  due  to  "mergers"  (27)  and  "sold  out  at  a  profit"  (25)  than  any  other  state.  Ac- 
cording to  the  author's  check  of  this  file,  50  California  cooperative  discontinuances  involved 
mergers  or  the  sale  of  one  cooperative  to  another.  This  suggests  that  practically  all  of  the  discon- 
tinuances listed  by  Cochrane  and  Ellsworth  as  having  "sold  out  at  a  profit"  actually  involved 
mergers  with  other  cooperatives. 
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Records  on  agricultural  cooperative 
mergers  before  1940  are  very  incomplete. 
No  attempt  was  made  in  this  study  to 
estimate  the  number  or  importance  of 
noncooperatives  acquired  by  coopera- 
tives during  this  period.  However,  it  is 
possible  to  get  some  idea  of  the  extent  and 
trend  of  mergers  among  cooperatives. 

Chart  1  presents  a  historical  series  of 
known  cooperative  mergers.  The  data 
from  1909  through  1939  are  based  on 
the  work  sheets  of  Cochrane's  and  Ells- 
worth's study  of  "Farmers'  Cooperative 
Discontinuances,  1875-1939."11 

According  to  this  source,  290  coopera- 
tives which  discontinued  business  before 
1940  did  so  by  merging  with  other  co- 
operatives. Another  193  discontinuing 
cooperatives  were  listed  in  a  category 
titled:  "sold  out  at  a  profit."  Many,  if  not 
nearly  all,  of  the  latter  transactions  ap- 
parently involved  the  sale  of  one  coopera- 
tive's assets  to  another  cooperative.12 
Because  discontinuances  of  this  type 
really  involved  mergers  as  defined  here, 
they  have  been  included  as  such  in  chart 
1  and  table  1. 

The  473  mergers  reported  here  oc- 
curred in  43  states.  California  led  all 
others  with  52  (11  per  cent).  It  was  fol- 
lowed by  Minnesota  with  32  (6.8  per 
cent) ,  Florida  30  (6.3  per  cent)  and  Wis- 
consin 27  (5.7  per  cent) . 

Fruit  and  vegetable  associations,  with 
120  mergers,  accounted  for  more  than 
any  other  commodity  grouping.  Dairy 
association    were    second   with    74    and 


Table  1.  Mergers  Among  Agricultural  Cooperatives  Classified  According 
to  Product  of  Discontinuing  Cooperatives  and  by  Periods,  1905-1939 


Period 

Fruit 
and 
veg. 

Dairy 

Livestock 

Grain, 
rice  and 
dry  beans 

Misc.* 
market- 
ing 

Supply 

Total 

1905-09 

1 

4 

7 

20 

27 

36 

17 

8 

0 

2 

4 

14 

15 

25 

11 

3 

0 
0 
2 
10 
12 
17 
12 
14 

0 

1 

8 
10 
14 
14 
13 

4 

0 
0 
3 
11 
10 
31 
11 
13 

0 

0 

4 

11 

18 

14 

16 

6 

1 

1910-14.. 

7 

1915-19 

1920-24 

1925-29 

1930-34 

1935-39 

28 
76 
96 
137 
80 

Unknown 

48 

Total 

120 

74 

67 

64 

79 

69 

473 

*  Included  were:  18  cotton,  15  egg  and  poultry,  10  wool,  3  nut,  2  tobacco,  and  31  unclassified  marketing 
associations. 

Source:  W.  W.  Cochrane  and  R.  H.  Ellsworth,  "Farmers'  Cooperative  Discontinuances,  1875-1939,"  F.C.A., 
Misc.  Report  No.  65,  June  1943.  See  text  for  discussion  of  this  source. 


depression,  cooperative  merger  activity 
reached  its  highest  levels  and  again  de- 
clined as  the  economic  situation  im- 
proved. 

These  facts  support  the  hypothesis 
that — other  things  remaining  unchanged 
— cooperative  mergers  are  most  likely  to 
occur  during  periods  of  very  low  levels 
of  economic  activity.   Competition  and 


low  earnings  may  force  cooperatives  into 
merging  with  others  in  order  to  survive 
by  becoming  more  efficient  and  stronger 
associations.  Of  course,  this  is  not  to 
imply  that  this  is  the  only  time  there 
was  an  incentive  for  such  mergers;  it  is 
just  that  the  need  is  greatly  accentuated 
by  general  economic  conditions.  In  times 
of  severe  economic  depression,  merger 


Chart  1.  Number  of  Cooperatives  and  Noncooperatives  Acquired  by 
Cooperatives,  1909-1955. 
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into  stronger  associations  may  be  the 
only  alternative  to  complete  failure.  As- 
sociations facing  such  an  alternative  are 
able  to  overcome  obstacles  which  might 
otherwise  stand  in  the  way  of  successful 
consolidation. 

It  is  noteworthy  that  in  every  year 
since  1919  there  have  been  nine  or  more 
recorded  cooperative  mergers  (chart  1). 


And  since  there  very  probably  were 
many  unreported  mergers  as  well,13  it 
seems  apparent  that  mergers  among  co- 
operatives were  very  common  throughout 
this  period.  The  author  feels,  however, 
that  the  data  are  sufficiently  complete  to 
demonstrate  quite  accurately  the  trend 
of  cooperative  merger  activity  before 
1940,  if  not  its  actual  magnitude. 


COOPERATIVE  MERGERS  DURING  1940-1955 


STRUCTURE  OF  MERGERS 
AMONG  COOPERATIVES 

Location,  Number  and 
Trend  of  Mergers 

According  to  the  sources  used  in  this 
study,14  there  were  at  least  485  mergers 
among  agricultural  cooperatives  during 
1940-1955.  These  mergers  occurred  in 
40  states,  four  of  which  accounted  for 
218  (45  per  cent)  of  them.  Wisconsin  led 
with  99  (20.4  per  cent)  mergers  and  Min- 
nesota was  second  with  52  (10.7  per 
cent) .  California  and  Kansas  followed 
with  41  (8.4  per  cent)  and  26  (5.4  per 
cent)  respectively. 

Mergers  among  cooperatives  followed 
a  pronounced  cycle  during  1940-1955; 
merger  activity  increased  nearly  every 
year  between  1940  and  1947 — rising 
from  21  to  49  per  year;  thereafter, 
merger  activity  subsided  to  about  the 
1940  level  (chart  1). 

The  level  of  cooperative  merger  activ- 
ity during  1940-1955  was  not  correlated 
with  the  level  of  general  economic  activ- 
ity during  1940-1955  as  was  pre- 1940 
merger  activity.  Of  course,  economic  con- 
ditions were  at  much  higher  levels 
throughout  1940-1955  than  during  the 

13  Cochrane  and  Ellsworth  analyzed  the  records  of  14,655  discontinuing  cooperatives.  However, 
they  had  information  on  the  way  in  which  only  10,877  of  these  went  out  of  business.  Thus  if  mergers 
represented  the  same  percentage  of  the  remainder  at  least  another  162  mergers  occurred  during  this 
period. 

14  Data  on  mergers  among  cooperatives  were  derived  from  various  sources.  Of  the  485  such 
mergers  analyzed  here,  392  (80.9  per  cent)  were  obtained  from  the  Farmer  Cooperative  Service's 
file  of  discontinuing  cooperatives.  Another  37  (7.6  per  cent)  were  mergers  reported  in  News  for 
Farmer  Cooperatives  and  Cooperative  Digest.  (These  were  mergers  reported  in  these  publications 
which  did  not  also  appear  in  the  FCS  discontinuance  file.)  The  remaining  56  (11.5  per  cent)  were 
obtained  from  miscellaneous  sources. 
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previous  years  of  greatest  merger  activ- 
ity. However,  the  post-1940  experience 
does  not  disprove  the  hypothesis  men- 
tioned earlier  that  merger  activity  among 
cooperatives  is  highest  in  times  of  very 
low  levels  of  economic  activity.  As  noted 
below,  this  study  will  show  factors  asso- 
ciated with  World  War  II  were  largely 
responsible  for  most  of  the  variation  in 
merger  activity  during  the  1940-1955 
period. 

Mergers  among  dairy  cooperatives  led 
the  1940--1955  cooperative  merger  cycle 
with  190  (39.2  per  cent)  mergers  (table 
2).  Purchasing  associations  came  next 
with  128  (26.4  per  cent)  mergers.  Eleva- 
tor and  fruit  and  vegetable  associations 
followed  with  61  (12.6  per  cent)  and  60 
(12.4  per  cent)  respectively.  The  re- 
mainder involved  livestock  and  miscel- 
laneous marketing  associations. 

The  intensification  of  over-all  coopera- 
tive merger  activity  during  and  shortly 
after  World  War  II  was  due  to  the  large 
number  of  dairy  mergers  during  1945- 
1948,  and  purchasing  association  merg- 
ers during  1942-1945  (table  2) .  Mergers 
among  cooperatives  in  other  commodities 
did  not  display  any  particular  trends  dur- 
ing 1940-1955. 


Age  of  Merging  Association 

Most  cooperatives  merging  during 
1940-1955  had  operated  for  many  years. 
In  fact,  7  per  cent  dated  from  before 
1900,  42.9  per  cent  before  1920,  66.4 
per  cent  before  1930,  and  82.3  per  cent 
before  1935. 

Chart  2  illustrates  the  years  in  which 
the  merging  associations  were  organized. 
The  oldest  of  these  was  a  Michigan  dairy 
cooperative  organized  in  1884.  It  merged 
with  another  cooperative  in  1947  after 
63  years  of  operation.  The  newest  merg- 
ing firm  organized  was  a  purchasing 
association  started  in  1951 ;  it  merged  in 
1954. 

On  the  average,  cooperatives  merging 
between  1940-1955  had  operated  for  23 
years  before  they  merged  (chart  3). 
Merging  dairy  and  citrus  associations 
had  the  longest  growth  histories — in  each 
case  such  cooperatives  averaged  31  years 


of  operation.  Elevators  and  grain  coop- 
eratives came  next  with  22  years.  Pur- 
chasing associations,  on  the  average,  had 
operated  for  the  shortest  period — 16 
years. 

These  facts  indicate  that  many  merg- 
ing cooperatives  were  businesses  with 
long  growth  histories  prior  to  their 
merger  during  1940^1955. 

Soles  of  Merging  Associotions 

Most  American  agricultural  coopera- 
tives are  small  or  medium-sized  firms  as 
contemporary  American  business  enter- 
prises go.  As  recently  as  1955-1956, 
agricultural  cooperatives  did  an  average 
net  business  per  association  of  just  under 
$1,000,000.  The  size  of  cooperatives 
merging  during  1940-1955  reflects  these 
facts;  they  had  average  sales  of  about 
$750,000. 

About  30  per  cent  of  the  merging  asso- 


Toble  2.  Mergers  Among  Cooperatives  Classified  According  to  the 
Commodity  of  Acquiring  Cooperatives,  1940-1955 


Year 

Dairy 

Elevator 
and 
grain 

Fruit 
and 
veg. 

Livestock 

Misc.* 
market- 
ing 

Supply 

Total 

1940 

1941 

4 

4 

8 

11 

11 

19 

24 

28 

20 

11 

6 

12 

8 

6 

8 

10 

2 
4 
9 
8 
6 
5 
5 
4 
5 
1 
3 
4 
2 
1 
0 
2 

5 
4 
1 
1 
5 
1 
5 
2 
8 
2 
11 
3 
2 
3 
5 
2 

2 
1 
1 
0 
3 
1 
3 
2 
2 
1 
0 
1 
0 
1 
0 
0 

0 

1 

4 
4 
1 
4 
3 
4 
2 
0 
1 
0 
1 
0 
0 
3 

8 

8 

12 

12 

13 

17 

6 

9 

5 

7 

7 

5 

2 

6 

3 

8 

21 
22 

1942 

35 

1943 

36 

1944 

39 

1945 

1946 

1947 

1948 

1949 

47 
46 
49 
42 
22 

1950 

1951 

1952 

1953 

1954 

28 
25 
15 
17 
16 

1955 

25 

Total 

190 

61 

60 

18 

28 

128 

485 

*  Included  were:  10  poultry,  7  cotton  and  11  unclassified  associations. 
Source:  See  page  9. 
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Chart  2.  Year  of  Organization  of  Cooperatives  Acquired  by  Other 
Cooperatives  During  1940—1955. 
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ciations  had  annual  adjusted  sales  under 
$100,000  at  the  time  they  merged.15  In 
fact,  fully  16  per  cent  had  annual  sales 
under  $50,000,1,!  which  is  a  very  small 
marketing  business  by  practically  any 
standard  (chart  4) . 

Nearly  50  per  cent  of  the  merging  asso- 
ciations fall  in  the  $100,000  to  $499,000 
size  class  and  another  11  per  cent  in  the 


$500,000  to  $999,000  category.  Only  46 
cooperatives,  11.7  per  cent  of  the  total, 
had  sales  over  $1,000,000.  Of  these,  only 
two  had  sales  over  $5,000,000.  The 
largest  acquired  cooperative  had  total 
sales  of  $69,000,000  the  year  before  its 
acquisition.  This  was  a  grain  elevator 
association  which  merged  with  a  supply 
association. 


13  Sales  figures  have  been  adjusted  to  1947-1950  prices  for  the  commodities  bought  or  sold  by 
the  merging  cooperative.  Usually,  these  sales  figures  are  for  the  year  before  the  merger.  Sales  data 
were  available  for  394  of  the  485  cooperatives  analyzed.  Practically  no  data  were  available  of  the 
assets  figures  for  these  associations. 

li;  In  1954-55,  9.4  per  cent  of  all  cooperatives  had  sales  under  $50,000,  19.1  per  cent  had  sales 
under  $100,000,  and  57.3  per  cent  had  sales  under  $400,000.  H.  H.  Hulbert,  "A  Snapshot  of  Farmer 
Cooperatives,"  News  for  Farmer  Cooperatives,  July,  1956. 
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Chart  3.  Average  Age  of  Cooperatives  Acquired  by  Other  Cooperatives 
During  1940-1955  by  Types  of  Cooperatives. 
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NUMBER  YEARS  IN  OPERATION  PRIOR  TO  MERGER 

These  facts  indicate  that  the  great  bulk  In  all,  the  394  merging  cooperatives 

of  mergers  among  cooperatives  involved  analyzed  had  sales  of  $292,443,671    (in 

quite  small  concerns.   Of  course,  small  terms  of  1947-1950  prices).  And  if  we 

concerns  were  more  common   in   some  assumed    that    the    91    cooperatives    on 

commodities  than  others.  For  example,  which  we  do  not  have  sales  figures  were 

nearly  50  per  cent  of  the  supply  associa-  of  the  same   average   size  as  those   on 

tions  had  sales  under  $100,000,  whereas  which  we  do,  the  total  sales  of  the  485 

only  15  per  cent  of  the  grain  cooperatives  merging  cooperatives  studied  amounted 

were  this  small  (chart  5).  Also  whereas  to  about  $360,000,000.  Table  3  presents 

11  per  cent  of  all  associations  had  sales  a  breakdown  by  products  of  the  sales  of 

over  $1,000,000,  only  5.7  per  cent  of  the  acquired  cooperatives, 

elevator  and  grain  associations  were  this  Members  of  Merging  Associations 
large;  on  the  other  hand,  17  per  cent  of         About  one-third  (128)  of  the  merging 

the  dairies  were  this  large.  cooperatives  had  under  100  members.17 

17  The  membership  is  that  of  the  merging  association  at  the  time  of  the  merger  or  in  the  year 
preceding  the  merger.  In  some  cases,  patron  figures  are  used  instead  of  membership  figures. 

[12] 


Chart  4.  Size  Distribution  of  Cooperatives  Acquired  During  1940—1955, 
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Another  172  (46  per  cent)  had  between 
100  and  500  members  (chart  6).  Thus, 
about  20  per  cent  of  the  merging  asso- 
ciations had  over  500  members.  About 
75  per  cent  of  the  latter  were  dairy  and 
purchasing  associations. 

There  was  considerable  variation  in 
average  membership  of  various  types  of 
associations.  Purchasing  associations 
were  largest,  averaging  587  members  per 
association  (table  4) .  In  fact,  purchasing 
associations  comprised  over  half  of  all 
merging  associations  with  over  500  mem- 
bers. 

Merging    livestock    associations    were 


next  largest  with  an  average  membership 
of  318.  Next  came  elevator  and  dairy  as- 
sociations averaging  306  and  222  mem- 
bers respectively.  Fruit  and  vegetable  as- 
sociations were  smallest  with  an  average 
of  only  88  members.  None  of  the  latter 
associations  has  over  500  members. 

Some  of  the  miscellaneous  associations 
were  quite  large.  In  fact,  merging  asso- 
ciations averaged  651  members  per  asso- 
ciation. This  was  larger  than  for  any 
other  commodity. 

The  374  merging  cooperatives  on 
which  membership  data  is  available  had 
a  total  membership  of  131,274.  And  if  it 
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Table  3.  Number  and  Estimated  Sales  of  Cooperatives  Merging  with 
Cooperatives,  by  Selected  Commodities,  1940-1955 


Product 

No.  of 
mergers 
reporting 
sales  of 
acquired 
cooperatives 

Total 

sales  of 

acquired 

cooperatives 

Number 

not 
reporting 

sales 

Estimated* 
sales  of 

non- 
reporting 

Total 
mergers 

Estimated 
total 
sales 

Dairy        

130 

115 

52 

53 

44 

(millions) 

$  99.1 

105.2 

41.8 

29.4 

17.0 

60 

13 

9 

7 
2 

(millions) 

$46.1 

11.9 

7.2 

3.9 

.8 

190 

128 

61 

60 

46 

(millions) 
$145.2 

Purchasing  (Supply). .  . 
Elevator  and  grain .... 
Fruit  and  vegetable .  .  . 
Other  marketing 

117.1 
49.0 
33.3 
17.8 

Total 

394 

292.5 

91 

69.9 

485 

362.4 

*  Estimates  made  by  assuming  cooperatives  on  which  no  data  are  available  had  the  same  average  sales  as 
those  on  which  we  have  data. 


Chart  5.  Size  Distribution  of  Cooperatives  Acquired  During  1940—1955, 
by  Types  of  Commodities  Handled  by  Acquired  Cooperatives. 
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Table  4.  Membership  of  Merging  Cooperatives,  1940-1955 


Members 

Supply 

Livestock 

Elevator 
and 
grain 

Dairy 

Fruit 

and 

vegetables 

Misc. 

Total 

Total  associations 
reporting 

111 
1 

5 

9 

6 

31 

21 

14 

9 

15 

587 

16 
0 
2 
0 
1 
6 
3 
2 
2 
0 

318 

52 
1 
5 
8 
3 
18 
11 
1 
3 
2 

306 

135 

18 

20 

13 

10 

37 

19 

6 

9 

3 

222 

36 
6 
9 
4 
3 

11 
3 
0 
0 
0 

88 

24 
2 
2 
0 
0 
7 
5 
4 
2 
2 

563 

374 

0-  24 

28 

25-49 

43 

50-  74.. 

34 

75-99 

23 

100-249 

110 

250-499..             

62 

500-749 

27 

750-999 

25 

1000  and  up 

Average  members  per 
association 

22 
351 

Source:  See  page  9. 


is  assumed  that  the  111  associations  on 
which  there  is  no  such  data  were  of  the 
same  average  size  as  those  with  member- 
ship data,  the  485  merging  associations 
studied  here  had  a  total  membership  of 
about  170,000. 

Nature  of  Merging  Cooperatives 

Most  mergers  among  agricultural  co- 
operatives during  1940-1955  involved 
horizontal  integration,  that  is,  the  join- 
ing of  cooperatives  handling  the  same  or 
closely  related  products.  In  only  35  out 
of  430  mergers  did  the  merging  and 
acquiring  cooperatives  handle  different 
products  (table  5).  The  latter  mergers 
might  properly  be  thought  of  as  involv- 
ing the  diversification  of  the  acquiring 
cooperatives'  product  lines. 

The  percentage  of  mergers  of  each 
type  varied  somewhat  among  commodi- 
ties. Horizontal  mergers  were  most  com- 
mon among  dairy,  fruit,  and  vegetable 
associations.  All  but  four  mergers  involv- 
ing dairy  cooperatives  were  between 
dairy  cooperatives.  The  four  exceptions 
involved  mergers  with  two  grain  eleva- 
tors, a  breeder's  association,  and  a  poul- 
try association. 

All  but  one  fruit  and  vegetable  asso- 


ciations' mergers  were  between  associa- 
tions marketing  like  products.  The  ex- 
ception involved  the  merging  of  a  potato 
association  and  a  grain  elevator  associa- 
tion. 

Among  elevator  and  grain  associa- 
tions, five  merging  associations  were  un- 
like the  acquiring  associations.  The  five 
exceptions  involved  four  supply  associa- 
tions and  one  dairy  association. 

Supply  associations'  mergers  most 
commonly  resulted  in  the  diversification 
of  the  acquiring  cooperatives'  product 
line.  This  was  true  of  15  of  the  105  merg- 
ers for  which  this  information  was  avail- 
able. It  is  likely  that  some  of  the  25  cases 
where  such  a  breakdown  was  impossible 
also  involved  mergers  among  unlike  asso- 
ciations. Most  diversifying  mergers  of 
purchasing  associations  were  with  grain 
elevator  associations. 

In  light  of  the  above  facts,  we  may 
properly  generalize  that  mergers  among 
cooperatives  during  1940-1955  predomi- 
nantly involved  horizontal  integration. 

Structure  of  Acquisitions  of 
Noncooperatives  by  Cooperatives 

During  1940-1955,  acquisitions  of 
noncooperative  firms  were  more  impor- 
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Chart  6.  Membership  of  Acquired  Cooperatives,  1940-1955, 
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Table  5.  Comparison  of  the  Nature  of  Merging  and  Acquiring  Coopera- 
tives, by  Commodity  of  Acquiring  Cooperatives,  1940-1955 


Nature  of  acquiring  cooperative 

Dairy 

Elevator  and  grain 

Livestock 

Supply 

Fruit  and  vegetables 

Miscellaneous 

All  types 

Source:  See  page  9. 


Merging  coop. 

SAME  as 

acquiring 

cooperative 


Merging  coop. 

UNLIKE 

acquiring 

cooperative 


Information  not 
available 


Total 


181 
42 

11 

88 
55 
19 

396 


4 
5 
3 
15 
2 
3 

32 


5 

14 
4 

25 
3 
6 

57 


190 
61 
18 

128 
60 
28 

485 
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tant  to  the  growth  of  many  cooperatives 
than  were  mergers  with  other  coopera- 
tives. 

A  total  of  553  acquisitions  of  non- 
cooperatives  by  cooperatives  was  re- 
corded. These  data  are  much  less  com- 
plete than  are  those  on  mergers  among 
cooperatives.18 

Number,  Trends  and  Types  of 
Acquisitions  of  Noncooperatives 

According  to  the  sources  cited  above, 
during  1940-1955  there  were  at  least  553 
noncooperatives  acquired  by  coopera- 
tives. Such  acquisitions  reached  a  peak 
during  World  War  II,  with  56,  47,  and 
53  occurring  during  1943,  1944,  and 
1945  respectively  (table  6).  Thereafter 
they  declined,  dropping  to  a  low  of  15  in 
1950.  They  then  picked  up  again  during 
the  Korean  War,  reaching  a  post-World 
War  II  peak  of  45  in  1952.  Since  then 
they  have  fallen  off  again,  dropping  to 
23  by  1955. 

The  extent  of  merger  activity  involv- 
ing noncooperatives  varied  greatly 
among  different  kinds  of  concerns.  Dairy 
and  farm  supply  businesses  led  the  list. 
Cooperative  dairies  have  acquired  more 
noncooperatives  than  have  any  other  type 
of  cooperative.  During  1940-1955  at 
least  321  dairies  were  acquired.  This  ac- 
counted for  58  per  cent  of  all  noncoop- 
erative  acquisitions  studied  here  (table 
6). 


Supply  businesses  came  next.  They  ac- 
counted for  121  or  21.9  per  cent  of  all 
such  acquisitions.  Grain  elevators  fol- 
lowed with  at  least  61  or  11  per  cent  of 
the  total. 

The  over-all  trend  of  noncooperative 
merger  activity  was  set  largely  by  the  pat- 
tern of  acquisitions  involving  dairy  and 
farm  supply  businesses  (table  6).  Most 
farm  supply  acquisitions  occurred  during 
World  War  II,  when  75  noncooperatives 
were  acquired  during  1942-1945.  This 
accounted  for  62  per  cent  of  all  recorded 
supply  acquisitions  during  1940-1955. 
After  World  War  II,  acquisitions  of 
supply  businesses  fell  off  drastically, 
dropping  to  only  one  in  1950.  During  the 
Korean  War,  they  again  rose  slightly, 
reaching  six  in  1952,  but  fell  off  to 
negligible  numbers  thereafter. 

Table  7  presents  a  breakdown  of  the 
kinds  of  farm  supply  concerns  acquired 
by  cooperatives  during  1940-1955.  Feed 
and  seed  businesses  lead  the  list  with  37 
(30.6  per  cent).  Oil  refineries,  lumber 
mills  and  lumber  retail  outlets,  and  fer- 
tilizer plants  followed  with  between  15 
and  20  per  cent  in  each  category. 

Dairy  acquisitions  followed  a  pattern 
somewhat  parallel  to  that  of  farm  supply 
acquisitions.  They  averaged  over  20  an- 
nually during  and  immediately  after 
World  War  II;  thereafter  they  fell  to  a 
postwar  low  of  11  in  1950.  They  then 


18  Most  of  the  data  on  nondairy  acquisitions  of  this  type  were  obtained  from  the  News  for  Farmer 
Cooperatives  and  the  Cooperative  Digest.  In  all,  179  such  acquisitions  were  reported  in  these  two 
cooperative  journals.  This  accounted  for  77.2  per  cent  of  the  total  recorded  nondairy  acquisitions 
of  this  type.  Data  on  the  other  nondairy  acquisitions  recorded  here  were  obtained  from  miscel- 
laneous secondary  sources. 

Information  on  dairy  acquisitions  was  obtained  from  various  dairy  journals  as  well  as  from  the 
above  sources.  In  fact,  about  one-half  came  from  the  former  sources.  These  sources  were  consulted 
in  order  to  get  more  complete  information  on  over-all  merger  activity  in  the  dairy  industry  in 
connection  with  the  case  study  in  the  last  section  of  this  monograph.  This  indicates  that  the 
Cooperative  Digest  and  News  for  Farmer  Cooperatives  do  not  list  all  noncooperative  acquisitions 
by  cooperatives  and  therefore  are  only  partial  sources  of  such  merger  activity.  These  statistical 
shortcomings  should  be  kept  in  mind  when  interpreting  the  data.  They  very  definitely  under- 
state— perhaps  by  over  half — the  number  of  noncooperatives  acquired  (with  the  exception  of 
dairies)  by  cooperatives.  However,  nearly  all  the  most  important  such  acquisitions  have  been 
reported.  As  pointed  out  in  Appendix  B,  practically  all  of  the  cooperatives  and  noncooperatives 
dairy  mergers  involving  acquired  concerns  with  sales  over  $1,000,000  were  reported  by  the  sec- 
ondary sources.  Moreover,  the  information  on  small  acquisitions  probably  reflects  quite  accurately 
the  over-all  trend  and  character  of  such  merger  activity,  if  not  its  precise  breadth  and  depth. 
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Table  6.  Number  of  Noncodperatives  Acquired,  Classified  According 
to  Product  of  Acquired  Concerns,  1940-1955 


Year 

Total  all 
products 

Dairy 

Elevator 

Fruit  and 
vegetables 

Livestock 

Misc. 

Supply 

1940 

12 
15 
31 
56 
47 
53 
32 
40 
42 
23 
15 
23 
45 
33 
39 
23 
24 

553 

9 
9 
18 
22 
21 
23 
19 
21 
17 
13 
11 
13 
28 
25 
30 
22 
20 

321 

2 
0 
3 
6 
3 
5 
3 
5 
9 
4 
3 
5 
4 
3 
5 
0 
1 

61 

0 
0 
0 
0 

1 
1 

2 

1 
0 
4 
0 
1 
4 
2 
1 
0 
0 

17 

0 
0 
0 
0 
0 
0 

1 
1 

5 
0 
0 
0 
1 
0 
0 
0 
0 

8 

1 
1 
2 
2 
2 
3 
2 
2 
2 
0 
0 
2 
2 
0 
1 
1 
2 

25 

0 

1941   

5 

1942 

8 

1943 

26 

1944         

20 

1945       

21 

1946             

5 

1947 

10 

1948 

9 

1949 

2 

1950 

1 

1951     

2 

1952               

6 

1953 

3 

1954 

2 

1955 

0 

Unknown 

Total 

1 
121 

Source :  See  page  17. 


rose  again,  reaching  an  all-time  high  of 
30  in  1954. 

No  clear-cut  patterns  are  apparent  in 
the  acquisitions  of  other  kinds  of  con- 
cerns. 

Nature  of  Acquired  Concerns 

Acquisitions  of  noncooperatives  in- 
volved both  vertical  and  horizontal  inte- 
gration, as  well  as  product  diversifica- 
tion. However,  because  in  many  cases  we 
do  not  know  the  exact  business  nature  of 
acquiring  cooperatives  and/or  the  ac- 
quired noncooperatives,  we  have  not  been 
able  to  classify  all  acquisitions  into  these 
three  categories. 

In  table  8,  acquired  concerns  are 
classified  according  to  whether  they 
handle  products  "like"  or  "unlike"  those 
of  the  acquiring  cooperative.  This  gives 
us  a  rough  indication  of  the  number  of 
mergers  involving  diversification,  that 
is,  cases  where  cooperatives  first  entered 
a  new  product  or  commodity  line  by  the 
acquisition  route.  (In  cases  where  a  co- 


operative acquired  a  number  of  non- 
cooperatives  handling  the  same  product 
only  the  first  such  acquisition  is  countea 
as  involving  diversification.) 

According  to  the  classification  mad 
here,  only  about  one  out  of  10  mergei 
with  acquired  noncooperatives  involveo 
diversification.  However,  the  importance 
of   diversifying   mergers   varied   greatly 
among  different  types  of  cooperatives. 

None  of  the  346  dairy,  livestock,  fruit 
and  vegetable  concerns  acquired  involved 
diversification.  The  acquiring  coopera- 
tives were  already  handling  the  product 
of  the  acquired  concerns. 

On  the  other  hand,  about  40  per  cent 
of  the  farm  supply  concerns  were  ac- 
quired by  cooperatives  which  apparently 
were  not  previously  in  this  line  of  busi- 
ness. Eleven  (25  per  cent)  of  these  in- 
volved lumber  businesses.  Another  six 
(12.5  per  cent)  involved  seed  and  feed 
businesses.  The  rest  included  oil  re- 
fineries, fertilizer  plants,  coal  companies, 
farm  machinery  manufacturers,   a   box 


r  is 


Table  7.  Types  of  Noncooperative  Farm  Supply  Businesses  Acquired  by 

Cooperatives,  1940-1955 


Year 

Feed  and 
seed 

Oil 

refineries 

Lumber 

Fertilizer 

Misc. 

Total 

1940 

0 

0 

3 

10 

0 
2 
0 
5 

0 
0 

1 

6 

0 

1 

3 

0 

0 
2 
1 
5 

0 

1941 .  .             

5 

1942    . 

8 

1943 

26 

1944 

5 
6 
3 

0 
2 
0 

6 
3 
0 

1 
3 
1 

8 

7 

1 

20 

1945.  . 

21 

1946 

5 

1947 

1 

3 

0 

0 

6 

10 

1948 

0 
1 

1 

5 

1 
0 

2 
0 
0 

2 
0 
0 

0 
0 
0 

9 

1949 .  . 

2 

1950 

1 

1951 

1 

0 

0 

1 

0 

2 

1952 

3 

0 

0 

3 

0 

6 

1953 .  . 

1 
2 

0 
0 

0 
0 

1 
0 

1 
0 

3 

1954 

2 

1955 

0 

0 

0 

0 

0 

0 

Unknown 

0 

1 

0 

0 

0 
31 

1 

Total... 

37 

19 

18 

16 

121 

Source:  See  page  17. 

shook  factory,  a  basket  factory,  a  milking 
machine  concern,  a  paint  factory  and 
miscellaneous  other  businesses.  Also,  at 
least  four  grain  elevator  businesses  were 
cquired  by  cooperatives  not  previously 
a  this  line  of  business  (table  8) . 

In  addition  to  the  above  diversifying 
acquisitions,  there  were  many  involving 
vertical  integration.  This  was  true  of 
some  dairy  acquisitions,  where  coopera- 
tive dairies  extended  their  operations  for- 
ward into  distribution  by  acquiring  non- 
cooperative  processor-distributors.  Of 
course,  insofar  as  acquiring  cooperatives 
were  already  distributing  some  of  their 
milk,  these  mergers  involved  further 
horizontal  integration. 

Many  regional  supply  cooperatives 
which  had  been  in  petroleum  distribution 
extended  backward  into  oil  refining  by 
acquiring  going  concerns.  Similarly,  a 
number  of  supply  cooperatives  already 
distributing  fertilizer,  feeds,  and  seeds, 


first  integrated  backward  into  production 
of  these  lines  by  acquiring  going  con- 
cerns. 

Size  of  Noncooperatives  Acquired 
by  Cooperatives 

Available  information  on  the  size  of 
noncooperatives  acquired  by  coopera- 
tives during  1940-1955  suggests  that 
acquisitions  of  this  sort  were  relatively 
more  important  in  the  aggregate  than 
mergers  among  cooperatives. 

Data  are  given  on  the  size19  of  only  82 
of  the  553  acquired  noncooperatives. 
Fourteen  of  these  were  oil  refineries  and 
were  purchased  for  a  total  of  about 
$50,000,000.  Another  38  were  dairies 
and  were  purchased  for  about  $24,000,- 
000.  The  remaining  30  miscellaneous  con- 
cerns were  purchased  for  about  $60,000,- 
000.  Thus,  these  82  acquired  concerns 
had  an  aggregate  purchase  value  of  about 
$134,000,000. 


19  In  practically  all  cases,  information  is  available  only  on  the  purchase  price.  In  a  few  cases, 
only  asset  figures  are  given.  In  the  latter  cases,  the  asset  figure  is  used  as  an  estimate  of  the  pur- 


chase price. 
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Table  8.  Comparison  of  the  Products  of  Acquired  Noncooperatives  with 
Those  of  Acquiring  Cooperatives,  1 940-55 


Products  of  acquired 
noncooperatives 

Total  number 
acquired 

Number  acquired 

by  cooperatives 

handling  "like" 

products 

Number  acquired 

by  cooperatives 

handling  "unlike" 

products 

Unknown 

Dairy 

321 

121 

61 

17 

8 

25 

553 

321 
60 
53 

17 

8 

21 

480 

0 
40 
4 
0 
0 
2 

46 

0 

Farm  supplies 

21 

Elevator  and  grain 

4 

Fruit  and  vegetables 

Livestock 

0 
0 

Miscellaneous 

2 

Total 

27 

Source:  See  page  17. 


Only  23  of  the  above  acquisitions  in- 
volved concerns  of  $1,000,000  or  more 
(table  9).  Yet  these  23  concerns  ac- 
counted for  $119  million  or  88.8  per  cent 
of  the  total. 

The  remaining  59  acquisitions  in- 
volved quite  small  businesses — only  six 
were  valued  at  $500,000  or  more.  The 
average  size  of  these  59  concerns  was 
about  $200,000. 

Some  of  the  acquisitions  on  which  size 
data  were  not  given  may  have  involved 


sums  of  $1,000,000  or  above.  But  it  seems 
likely  that  the  majority  were  quite  small; 
many  probably  were  under  $100,000. 

If  it  is  assumed  that  the  five  acquired 
oil  refineries  on  which  we  have  no  size 
data  averaged  $2,000,000  each  and  the 
465  other  acquisitions  averaged  only 
$100,000  each,  they  were  acquired  for 
about  $56,000,000.  This  would  bring  the 
purchase  value  of  all  recorded  noncoop- 
erative  acquisitions  near  $190,000,000. 


Table  9.  Cost  of  82  Noncooperatives  Acquired  by  Cooperatives, 

1940-1955 


Type  of  acquired  business 

Amount  paid  for 
acquired  business 

Dairy  products 

Other 

marketing 

products 

Oil  refineries 

Other 
farm  supply 
businesses 

All  types 

($000) 
0-99 

12 
12 
8 
1 
3 
2 
0 

38 

3 
2 
2 

1 
5 

1 
1 

15 

0 

1 

2 
3 
5 
2 

1 

14 

2 
4 
5 
1 
2 
0 
1 

15 

17 

100-199 

19 

200-499 

17 

500-999 

6 

1,000-4,999... 

15 

5,000-9,999 

5 

10,000 

3 

Total 

82 

Source:  See  page  17. 
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Mergers  Among  Cooperatives 

The  485  cooperatives  reported  merg- 
ing with  other  cooperatives  were  ac- 
quired by  338  cooperatives,  or  an  average 
of  about  1.4  per  acquiring  cooperative 
(part  I,  table  10). 

About  81  per  cent  (275) 20  of  the 
acquiring  cooperatives  merged  with  only 
one  other  cooperative;  another  10.4  per 
cent  (35)  acquired  only  two  coopera- 
tives. Thus  only  8.3  per  cent  of  all  acquir- 
ing cooperatives  acquired  three  or  more 
cooperatives.  However,  this  8.3  per  cent 
of  total  acquiring  cooperatives  accounted 
for  140  or  nearly  30  per  cent  of  all  coop- 
eratives acquired. 

Most  of  the  multiple  cooperative  ac- 
quisitions were  made  by  dairy  and  supply 
associations:  dairies  accounted  for 
about  50.8  per  cent  (32)  and  purchasing 
associations  for  30.2  per  cent  (19). 

Among  cooperatives,  dairies  averaged 
the  most  acquisitions:  1.8  each.  This  high 
average  reflects  the  fact  that  some  dairies 
made  several  acquisitions.  (It  may  also 
be  due,  in  part,  to  the  more  complete  in- 
formation available  on  dairy  mergers.) 
Eight  dairies  which  acquired  five  or 
more  cooperatives  accounted  for  27.9 
per  cent  of  all  dairy  acquisitions  recorded 
here. 

Supply  cooperatives  averaged  1.5  ac- 
quisitions. Grain  elevators  averaged  1.2 
each  and  miscellaneous  marketing  asso- 
ciations one  each. 

Acquisitions  of  Noncooperatives 

The  553  noncooperatives  in  our 
records  were  acquired  by  337  coopera- 
tives. This  averaged  1.6  per  association 
(part  II,  table  10).  This  is  a  slightly 
higher  ratio  than  that  for  mergers  among 
cooperatives. 

About  80  per  cent  (273)  of  these  ac- 
quiring cooperatives  made  single  acqui- 
sitions; another  10  per  cent  (32)  ac- 
quired two  noncooperatives.  Only  10  per 
cent  acquired  three  or  more  noncoopera- 

20  This  may  overstate  slightly  the  number  of  cooperatives  acquiring  only  one  cooperative.  In 
some  mergers  it  was  impossible  to  identify  the  acquiring  cooperatives.  Such  cases  were  listed  as 
single  acquisitions. 
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tives.  However,  this  10  per  cent  making 
over  three  mergers  accounted  for  216  or 
40  per  cent  of  all  noncooperative  acqui- 
sitions. 

Supply  cooperatives  averaged  the  most 
acquisitions  of  noncooperatives,  with  two 
each.  Dairy  associations  were  next  with 
an  average  of  1.7  acquisitions. 

The  nine  dairy  cooperatives  acquiring 
six  or  more  noncooperatives  accounted 
for  30.2  per  cent  of  all  noncooperative 
acquisitions  by  dairy  associations.  The 
six  supply  associations  acquiring  six  or 
more  noncooperatives  accounted  for  38.8 
per  cent  of  all  such  acquisitions  by  supply 
associations.  Fruit  and  vegetable  associa- 
tions averaged  1.3  noncooperative  ac- 
quisitions each  and  elevators  1.3  each. 

Acquisitions  of  Cooperatives 
and  Noncooperatives 

Many  cooperatives  acquired  both  co- 
operatives and  noncooperatives  (part  III, 
table  10).  The  1,038  recorded  coopera- 
tives and  noncooperatives  acquired  by 
cooperatives  (these  are  the  concerns 
listed  in  parts  I  and  II  in  table  10)  were 
acquired  by  613  cooperatives,  or  an  aver- 
age of  1.7  per  acquiring  cooperative.  Of 
these  613  acquiring  cooperatives,  483 
(78.8  per  cent)  made  one  acquisition — 
either  one  cooperative  or  one  noncooper- 
ative. Another  61  (10  per  cent)  acquired 
either  two  cooperatives,  two  noncoopera- 
tives, or  one  of  each.  Thus  only  about  11 
per  cent  of  the  acquiring  cooperatives 
made  more  than  two  cooperative  and/or 
noncooperative  acquisitions.  But  these 
11  per  cent  accounted  for  41.7  per  cent 
of  all  recorded  cooperative  and  nonco- 
operative acquisitions. 

Acquiring  dairy  cooperatives,  on  the 
average,  acquired  1.9  cooperatives 
and/or  noncooperatives.  This  relatively 
high  merger  ratio  reflects  the  fact  that  a 
number  made  more  than  five  such  acqui- 
sitions. The  17  associations  making  over 
five  acquisitions  accounted  for  33.5  per 
cent  of  all  dairy  acquisitions. 


Table  10.  Acquiring  Cooperatives  Classified  by  Commodity  and  Number 
of  Cooperatives  and  Noncodperatives  Acquired,  1940-1955 


Parti 


Type  of  acquiring 

Total 

acquiring 

cooperatives 

Number  of  cooperatives  acquiring  following 
number  of  cooperatives : 

Total 
cooperatives 

cooperative 

1 

2 

3 

4 

5 

6-10 

Over  10 

acquired 

Dairy 

Elevator 

Fruit  and  vegetable . 
Livestock 

106 
52 
50 

15 

28 
87 

74 
46 
45 
14 

28 
68 

275 

14 
5 
2 
0 

0 

14 

35 

5 
0 
3 
0 

0 
3 

11 

5 
0 
0 

1 

0 

1 

7 

4 
1 
0 
0 

0 
0 

5 

3 
0 
0 
0 

0 
0 

3 

1 
0 
0 
0 

0 

1 

2 

190 
61 
60 
18 

Miscellaneous 

marketing 

Supply 

28 
128 

All  types 

338 

485 

Part  II 


Type  of  acquiring 
cooperative 


Total 

acquiring 

cooperatives 


Number  of  cooperatives  acquiring  following 
number  of  noncobperatives: 


6-10      Over  10 


Total  non- 
cobperatives 
acquired 


Dairy 

Elevator 

Fruit  and  vegetable 

Livestock 

Miscellaneous 

marketing 

Supply 

All  types 


191 

47 

13 

5 

17 
64 

337 


156 

42 

9 

4 

15 
47 

273 


17 
3 
4 
0 

0 
8 

32 


14 


321 

61 

17 

8 

25 

121 


553 


Part  III 


Type  of  acquiring 
cooperative 

Total 

acquiring 

cooperatives 

Number  of  cooperatives  acquiring  following 
number  of  cooperatives  and  noncobperatives : 

Total 
concerns 

1 

2 

3 

4 

5 

6-10 

Over  10 

acquired 

Dairy 

266 
93 
61 
20 

41 
132 

198 
81 
50 
18 

37 
99 

483 

28 
7 
6 
0 

2 
18 

61 

11 
4 
5 
0 

1 
6 

27 

7 
0 
0 
2 

0 
3 

12 

5 
0 
0 
0 

0 
5 

12 
0 
0 
0 

1 
3 

16 

5 
1 
0 
0 

0 
3 

9 

511 

122 

77 

26 

53 
249 

Elevator 

Fruit  and  vegetable. 
Livestock 

Miscellaneous 

marketing 

Supply 

All  types 

613 

1038 

*  Part  HI  includes  both  the  acquired  cooperatives  of  Part  I  and  the  acquired  noncobperatives  of  Part  H. 
Source:  See  pp.  9  and  17. 
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Acquiring  supply  associations  aver- 
aged 1.9  acquisitions  each.  The  six  asso- 
ciations making  over  five  acquisitions 
each  accounted  for  33.7  per  cent  of  all 
acquisitions  by  purchasing  associations. 

Elevator,  fruit,  vegetable,  and  miscel- 
laneous associations  averaged  only  about 
1.3  acquisitions  each. 

These  facts  indicate  that,  while  a  siz- 
able number  of  cooperatives  participated 


in  merger  activity  of  one  kind  or  another, 
most  were  involved  in  only  one  recorded 
merger.  But  a  few  concerns  made  quite 
extensive  use  of  mergers  during  this 
period.  The  130  cooperatives  making  two 
or  more  cooperative  and/or  noncoopera- 
tive  acquisitions,  while  comprising  only 
21.2  per  cent  of  all  acquiring  coopera- 
tives, accounted  for  53.5  per  cent  of  all 
such  acquisitions. 


CAUSES  AND  SIGNIFICANCE  OF  COOPERATIVE  MERGER 
ACTIVITY  DURING  1940-1955 


Reasons  for  Mergers 

It  is  not  the  purpose  of  this  section  to 
make  a  quantitative  analysis  of  the  rea- 
sons for  cooperative  mergers.21  Instead, 
it  will  discuss,  in  largely  qualitative 
terms,  what  seem  to  have  been  the  major 
considerations  underlying  them. 

In  analyzing  causes  or  motives  for 
mergers,  it  is  necessary  to  recognize  at 
the  outset  that  there  are  two  levels  of 
causes:  first,  motives  for  growth,  and, 
second,  factors  which  make  mergers  the 
most  desirable  method  of  growth. 

Growth  Motives 

Economies  of  Scale.  The  most  im- 
portant single  motive  underlying  coop- 
erative growth  in  recent  years  has  been  a 
desire  to  achieve  the  economies  and  ad- 
vantages associated  with  larger-scale  op- 
erations. Some  advantages  claimed  for 
larger-scale  operations  by  dairy  coopera- 
tives are:  improved  operating  efficiency, 
specialized  personnel  and  better  manage- 
ment, product  improvement  and  stan- 
dardization, brand  selling,  better  mer- 
chandising, improved  service  to  patrons, 
and  research  possibilities.22 

Most    agricultural    cooperatives     are 


small  concerns  by  any  measure  of  size. 
And  many  have  processing  plants  of  less 
than  optimum  size.  Studies  of  specific 
mergers  almost  always  give  improved 
operating  efficiency  as  the  dominant  ad- 
vantage to  be  gained  from  growth.23  Even 
many  of  those  cooperatives  which  have 
achieved  efficient  plant  operations  are 
still  much  too  small  to  do  an  efficient  j  ob 
in  merchandising  their  products. 

That  efforts  to  achieve  larger-scale 
operations  were  involved  in  most  coop- 
erative mergers  is  suggested  by  the  fact 
that  about  30  per  cent  of  those  discussed 
above  had  sales  under  S100,000  and  77 
per  cent  under  $500,000. 

Although  the  data  available  for  this 
study  do  not  provide  very  complete  in- 
formation on  the  reasons  for  specific 
mergers  among  cooperatives,  in  64  of  the 
485  mergers  among  cooperatives  a  defi- 
nite reason  was  cited.  Although  this 
sample  is  small,  it  is  significant  that,  in 
46  (71.9  per  cent)  of  these  cases  the  need 
for  larger  scale  operations  was  implied  as 
the  reason  for  merging.  Such  explana- 
tions as  the  following  were  used:  "our 
volume  is  too  small,"  "cut  overhead 
costs,"  "permit  more  efficient  operation," 


21  Part  III  of  this  study  attempts  such  analysis  in  the  case  of  a  sample  of  dairy  cooperatives. 

22  Donald  E.  Hirsch,  Dairy  Cooperatives  and  Large-Scale  Plants,  Cooperative  Research  and  Serv- 
ice Division,  F.C.A.,  U.S.D.A.,  Misc.  Report  155,  July,  1951. 

23 For  some  published  studies  on  this  point  see:  Tinley  and  Naden,  op.  cit.,  Tinley  and  Parks, 
op.  cit.,  Graf  and  Shoemaker,  op.  cit.,  and  Graf,  op.  cit. 
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leum,  machinery  and  other  agricultural 
supply  industries  have  always  been  com- 
posed of  relatively  few  suppliers. 

For  example,  in  1954  the  eight  largest 
manufacturers  did  the  following  per  cent 
of  the  business  in  their  respective  indus- 
tries: fertilizer  manufacturing,  45  per 
cent;  petroleum  refining,  56  per  cent; 
tractors,  84  per  cent;  and  other  farm  ma- 
chinery 49  per  cent.28  Of  course,  these  fig- 
ures show  their  shares  of  national  sales; 
in  some  regions  the  largest  concerns  in 
the  area  usually  account  for  a  much 
larger  share. 

Another  reason  for  vertical  integration 
is  the  desire  to  obtain  an  assured  source 
of  supply.  This  reason  was  especially  im- 
portant during  World  War  II.  With  the 
advent  of  war,  many  supply  and  market- 
ing cooperatives  lost,  or  feared  the  loss 
of,  their  sources  of  supply.  In  1945,  Mr. 
M.  H.  Crouch,  General  Manager  of 
United  Cooperatives,  Inc.,  explained  the 
situation  cooperatives  faced  with  the  ad- 
vent of  war : 

Immediately,  shortages  began  to  appear  in  al- 
most every  type  of  farm  production  supplies 
handled  by  cooperative  associations:  petroleum, 
farm  machinery,  paint,  packages  of  all  sorts, 
steel,  fertilizer  materials,  feed  materials,  and 
all  types  of  equipment  used  on  the  farm.  It  be- 
came apparent  to  a  number  of  cooperatives  that 
if  they  were  going  to  supply  their  farmers  with 
the  needed  farm  production  supplies,  other  ar- 
rangements would  have  to  be  made  to  supply 
these  materials.27 

During  this  period,  cooperatives  were 
virtually  forced  to  integrate  to  survive. 
As  Mr.  Crouch  put  it:  "The  significant 
thing  about  this  expansion  into  produc- 
tion by  cooperatives  during  the  war  pe- 
riod is  that  definite  shortages  appeared 
which    forced    these    cooperatives    into 

2i  Of  the  other  reasons  given  for  merging,  six  concerned  management,  e.g.,  "get  better  manage- 
ment," "dishonest  management,"  "manager  quit";  nine  concerned  a  competitive  situation,  e.g., 
"competition  between  cooperatives,"  "eliminate  duplicate  services."  Two  cooperatives  said  their 
facilities  had  burned  and  one  cited  wartime  conditions. 

2"  In  1939  Quintus  and  Robotka  mentioned  this  as  an  extremely  important  reason  for  cooperative 
growth  through  consolidations.  Quintus  and  Robotka,  op.  cit. 

26  Concentration  in  American  Industry,  Report  of  the  Subcommittee  on  Antitrust  and  Monopoly 
to  the  Committee  of  the  Judiciary,  U.  S.  Senate,  1957,  Table  62. 

27  M.  H.  Crouch,  "Wartime  Expansion  into  Cooperative  Manufacture  of  Production  Supplies," 
American  Cooperation,  1942-45,  American  Institute  of  Cooperation,  p.  351. 
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"insufficient  volume,"  "in  the  interest  of 
economies."24 

Decreasing  Procurement  and 
Field  Service  Costs.  Many  marketing 
cooperatives  have  high  costs  in  procur- 
ing their  farm  products  because  their 
patrons  are  widely  dispersed.  Ofter  com- 
peting cooperatives — and  noncoopera- 
tives  too — serve  the  same  areas.  Conse- 
quently, there  is  considerable  overlap- 
ping in  their  procurement  routes.  Then, 
only  by  increasing  the  density  of  its  busi- 
ness in  a  particular  area  can  a  coopera- 
tive cut  its  procurement  costs.  This,  of 
course,  is  simply  another  way  of  saying 
that  the  cooperative  has  an  incentive  to 
grow  or  increase  its  business  in  the  area. 

The  opportunity  to  cut  procurement 
costs  has  long  been  mentioned  as  an  im- 
portant factor  in  dairy  cooperative 
growth.25  Supply  coboperatives  have  a 
similar  incentive  to  grow  in  order  to 
eliminate  duplicating  field  services. 

Vertical  Integration.  Cooperatives 
have  a  variety  of  reasons  for  desiring  to 
grow  by  becoming  vertically  integrated. 
But  the  dominant  reasons  seem  to  stem 
from  the  fact  that  they  sell  to  or  buy  from 
concerns  which  are  not  operating  in 
highly  competitive  markets;  that  is  to 
say,  their  suppliers  or  buyers  are  able  to 
exercise  some  control  over  their  selling 
or  buying  policies.  Under  these  circum- 
stances, cooperatives  may  be  able  to  in- 
crease earnings  for  their  members  by 
integrating  in  such  industries,  thereby 
being  able  to  pass  on  to  their  members 
the  profits  previously  made  by  these  con- 
cerns. 

This  motive  seems  to  have  been  in- 
volved in  the  acquisition  of  many  nonco- 
operative  concerns.  The  fertilizer,  petro- 


manufacturing  their  own  supplies.  .  .  . 
Had  the  prewar  suppliers  of  these  farm 
production  supplies  continued  to  take 
care  of  cooperative  associations  during 
the  war  period  ...  it  is  doubtful  that  co- 
operatives would  have  been  forced  into 
the  manufacture  of  these  supplies.  .  .  ."2 

As  shown  in  table  6,  acquisitions  of 
noncooperatives  reached  a  peak  during 
World  War  II.  In  fact,  75  (62  per  cent) 
of  the  121  such  acquisitions  recorded  in 
this  study  occurred  during  1942-1945. 
Most  of  these  were  in  oil  refining,  feeds 
and  seeds,  lumber,  and  fertilizer. 

Once  cooperatives  entered  certain  in- 
dustries, market  conditions  sometimes 
obliged  them  to  integrate  backward  still 
further  in  order  to  assure  themselves  of 
their  raw  materials.  The  experience  of 
Consumers  Cooperative  Association  in 
its  petroleum  refining  operations  is  in- 
structive on  this  point.  When  the  Associa- 
tion announced  that  it  would  build  a  re- 
finery at  Phillipsburg,  Kansas,  a  major 
oil  company  persuaded  crude  producers 
in  this  area  to  sell  their  supplies  to  it 
rather  than  to  the  cooperative.  "The  net 
result  was  a  'squeeze'  on  the  newly-built 
refinery  which  reduced  the  flow  of  crude 
oil  to  a  trickle  in  June,  1940.  The  refinery 
was  forced  to  shut  down  for  lack  of  crude 
oil,  despite  the  pledges  of  state  officials 
that  the  coop  refinery  would  get  the  crude 
it  needed  and  despite  the  fact  that  Kansas 
was,  at  the  time  a  veritable  sea  of  oil."20 

This  lesson  demonstrated  the  vulner- 
able position  CCA  was  in  until  it  owned 
some  of  its  own  supply  sources.  Mr.  How- 
ard Cowden,  President  of  CCA,  ex- 
pressed it  this  way : 

Cooperators  learned  in  short  order — the  hard 
way — that  a  refinery  without  crude  oil  is  as  vul- 


nerable as  a  tractor  without  tractor  fuel  or  an 
automobile  without  gas.  The  co-ops  were  kicked 
into  oil  production.30 

Diversification   of   Product   Lines. 

Most  American  marketing  cooperatives 
are  organized  along  single  commodity 
lines.  However,  it  is  often  most  efficient 
to  handle  several  products.  About  one 
out  of  10  acquisitions  of  noncooperatives 
apparently  involved  product  diversifica- 
tion (table  8).  About  8  per  cent  of  the 
mergers  between  cooperatives  involved 
cooperatives  handling  different  products 
(table  5). 

Achievement  of  Market  Power.  It 
appears  from  the  history  of  agricultural 
cooperatives  that  their  basic  objective 
has  been  to  countervail  or  neutralize  the 
market  power  of  firms  to  which  farmers 
sell  their  products  or  from  which  they 
buy  their  supplies.31  Cooperative  leaders 
often  express  this  as  a  primary  motive 
and  necessary  objective  of  cooperative 
expansion.  Marvin  J.  Briggs,  retired  gen- 
eral manager  of  Indiana  Farm  Bureau 
Cooperative  Assn.,  recently  expressed 
this  objective: 

To  attain  dignity,  equality  and  parity  in  our 
present  economic  structure  the  farmer  must  an- 
swer big  business  with  big  cooperatives.  To 
have  a  voice  in  marketing  and  distribution  pat- 
tern, to  understand  and  influence  wage  and 
price  policy,  the  farmer  must  invest  his  money 
and  give  his  full  support  to  big  business  co- 
operatives.32 

The  basic  factor  underlying  this  ob- 
jective is  to  be  found  in  the  differences 
between  agricultural  and  many  other 
market  structures  in  our  economy. 

Individual  farmers  have  no  bargain- 
ing power;  that  is,  they  are  in  perfect 
competition  with  one  another  in  selling 
and  buying.  And  because  they  generally 


28 1 bid.,  p.  353. 

29  Howard  Cowden,  "Cooperative  Purchasing — Past,  Present  and  Future,"  American  Coopera- 
tion, 1947  (Washington:  American  Institute  of  Cooperation) ,  p.  514. 

30  Ibid.,  p.  514. 

31  See  Willard  F.  Mueller,  "Vertical  Integration  Possibilities  for  Agricultural  Cooperatives," 
published  in  Frank  M.  Bass  (ed.),  The  Frontiers  of  Marketing  Thought  &  Science  (Chicago: 
American  Marketing  Association,  1958) ,  pp.  204-215. 

32  M.  J.  Briggs,  "Cooperatives  in  Our  Big  Business  Economy,"  American  Cooperation,  1957 
(Washington:  American  Institute  of  Cooperation) ,  p.  11. 


[25 


sell  in  markets  of  relatively  few  buyers, 
they  have  often  been  at  a  distinct  com- 
petitive disadvantage.  To  improve  their 
bargaining  position,  many  have  formed 
cooperatives  in  an  effort  to  match  or  neu- 
tralize the  market  power  of  others.  But 
many  cooperatives  have  gone  beyond 
simply  establishing  local  cooperatives 
through  which  to  sell  their  products  or 
buy  their  supplies.  In  practice,  many 
found  that  the  real  savings  through  co- 
operation could  be  gained  by  integrating 
backward  into  manufacturing  supplies 
or  forward  into  further  processing  and 
merchandising.  At  these  levels,  efficient 
operation  often  requires  very  large  con- 
cerns, making  entry  difficult  and,  conse- 
quently, competition  less  intense.  For  co- 
operatives to  get  into  these  stages  of  op- 
eration requires  big,  efficient  organiza- 
tions. Thus,  all  of  the  preceding  motives 
for  growth  may  be  aspects  of  the  more 
basic  motive  of  attainment  of  market 
power  for  farmers  through  cooperatives. 
For  often  the  only  way  to  attain  such 
market  power  is  to  have  cooperatives 
large  enough  to  benefit  from  the  various 
economies  of  scale;  it  may  also  require 
well  integrated  and  diversified  firms. 

It  should  be  emphasized  that  few  co- 
operatives have  attained  much  absolute 
market  power.  Most  often  they  have  had 
the  effect  of  making  competition  in  the 
markets  in  which  they  operate  more  ef- 
fective rather  than  attaining  any  lasting 
market  power  for  themselves.  Commonly, 
they  have  brought  about  effective  com- 
petition by  steps  something  like  these : 

Farmers  selling  to  a  relatively  few  buy- 
ers find  themselves  at  a  disadvantage  in 
bargaining.  They  form  a  cooperative  to 
market  their  own  products.  If  the  coop- 
erative is  as  efficient  as  its  competitors, 
it  is  able  to  return  to  its  growers  the 
equivalent  of  its  competitors'  "excess 
profits."  Then,  unless  the  cooperative's 
competitors  raise  their  pay  price,  they 
will  lose  many  of  their  patrons  to  the  co- 
operative. Consequently  they  match  the 
cooperative's  price.  The  result  is  effec- 
tive competition  in  the  market.  Of  course, 


to  continue  to  keep  farm  prices  up,  the 
cooperative  must  continue  to  be  as  effi- 
cient— and  often  as  powerful — as  its  ri- 
vals. Because  many  cooperatives  today 
are  not  large  enough  to  enjoy  all  the  po- 
tential economies  of  scale,  in  merchandis- 
ing and  research  as  well  as  production, 
they  have  not  done  as  good  a  job  as  they 
might  have  in  keeping  competition  effec- 
tive. Thus  they  have  strong  growth  mo- 
tives. 

Motives  for  Growing 
Through  Mergers 

As  we  have  seen  above,  cooperatives, 
like  other  businesses,  merge  because  they 
recognize  a  need  to  grow.  Their  basic 
motives  for  growth  include  the  desire  to 
achieve  plant  economies  of  scale,  to  cut 
procurement  costs,  to  gain  the  advan- 
tages of  vertical  integration  and  diversi- 
fication, and  to  achieve  market  power  and 
enforce  effective  competition.  Let  us  now 
examine  the  basic  reasons  why  coopera- 
tives choose  mergers  as  the  most  effective 
way  of  growing. 

Competitive  Considerations.  Agri- 
cultural cooperatives,  like  many  other 
businesses,  do  not  operate  in  perfectly 
competitive  markets;  that  is,  they  cannot 
increase  their  volume  of  business  simply 
by  raising  their  prices  slightly  (or  in  the 
case  of  supply  cooperatives,  lowering 
them).  Instead,  because  they  operate,  at 
least  locally,  in  markets  of  relatively  few 
firms,  and  in  markets  where  nonprice 
considerations  often  are  also  important 
in  getting  business,  they  have  consider- 
able difficulty  in  expanding  their  share 
of  a  given  market.  Even  severe  price  cut- 
ting will  not  affect  business  volume  much 
because  rivals  will  simply  match  the 
prices,  with  the  result  that  few  patrons 
will  switch  from  one  concern  to  the  other. 
But,  by  combining  with  another  coopera- 
tive or  by  acquiring  a  noncooperative, 
the  acquiring  cooperative  can  increase  its 
size,  usually  by  about  the  amount  of  the 
discontinuing  concern's  volume,  without 
setting  off  a  serious  price  war  or  creating 
other  forms  of  market  instability. 
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Such  competitive  considerations  doubt- 
less have  motivated  many  mergers  among 
cooperatives,  especially  among  those  too 
small  to  operate  efficiently.  Because  the 
structure  of  the  market  often  prevents 
internal  expansion,  merger  presents  a  su- 
perior alternative  and  sometimes  the  only 
way  to  grow  rapidly.  Once  a  cooperative 
becomes  large  through  mergers,  it  may 
have  a  sufficient  edge  over  its  smaller  ri- 
vals so  that  it  can  become  still  larger  at 
their  expense  through  internal  growth. 

Competitive  considerations  also  en- 
courage growth  by  merger  into  distribu- 
tion. Many  processed  agricultural  prod- 
ucts are  marketed  under  well  advertised 
brands  which  permits  them  to  be  sold  at 
higher  prices  than  unbranded  products. 
The  development  of  brands  is  a  long  and 
costly  procedure.  Thus  a  cooperative  de- 
siring to  become  fully  integrated  verti- 
cally may  find  buying  a  concern  with  a 
well-established  brand  preferable  to  de- 
veloping its  own.  Also,  in  retail  fluid 
mild  distribution  it  is  extremely  costly 
and  slow  to  expand  one's  route  size. 
Merger  often  is  the  most  feasible  means 
of  achieving  such  growth. 

Cheaper  to  Buy  Than  to  Build.  In- 
ternal expansion  often  involves  the  con- 
struction of  new  or  expansion  of  old  fa- 
cilities. But  it  is  sometimes  less  costly  to 
expand  by  acquiring  existing  facilities 
because  1 )  the  market  value  of  existing 
facilities  may  be  below  their  replacement 
costs  and  2)  the  capital  outlay  for  new 
facilities  usually  is  greater  than  for  exist- 
ing facilities  which  are  partly  depreci- 
ated. In  both  of  the  above  cases,  if  the 
facilities  are  adequate  for  the  coopera- 
tive's needs,  buying  may  be  preferable  to 
building. 

To  Get  Technical  and  Manage- 
ment Know-How.  Internal  expansion 
into  a  new  product  line  or  stage  of  pro- 
duction involves  more  than  adding  new 
facilities.  The  new  process  may  involve 
technology  not  previously  possessed  by 


the  expanding  cooperative;  sometimes 
the  new  technical  processes  are  protected 
by  patents. 

Further,  a  new  production  or  market- 
ing process  may  also  require  a  team  of 
management  and  other  personnel  with 
special  training  and  talents.  It  often  is 
much  more  difficult  to  start  from  scratch 
in  bringing  together  the  personnel  re- 
quired to  operate  a  complicated  business 
than  it  is  to  acquire  it,  in  effect,  at  a 
single  stroke  by  buying  a  going  concern. 

The  above  considerations  doubtless 
have  been  important  in  cooperative  ac- 
quisitions, especially  in  fields  where  pro- 
duction and  marketing  processes  are 
quite  complicated.  Also,  when  economies 
of  large-scale  operation  are  so  important 
that  they  require  the  cooperative  to  go 
into  the  new  field  on  a  relatively  big  scale 
all  at  once,  so  to  speak,  these  considera- 
tions make  growth  by  merger  almost  im- 
perative. It  is  sometimes  the  only  way  to 
get  the  necessary  technical  and  other 
know-how  rapidly  enough  to  make  the 
operation  a  success  from  the  start.  It  is 
significant  in  this  respect  that  coopera- 
tives often  first  get  into  a  new  field  by 
merger,  but  thereafter  grow  mainly 
through  internal  expansion.  This  sug- 
gests that  once  they  break  into  a  new 
field  by  acquiring  technical  and  operat- 
ing know-how,  they  are  able  to  build  suc- 
cessfully on  this  base  in  their  further 
expansion. 

The  purchase  of  the  Welch  Grape  Juice 
Company  by  the  National  Grape  Coop- 
erative, Westfield,  N.Y.,  demonstrates  the 
management,  market,  and  production 
know-how  which  may  be  acquired  with 
a  going  concern.  Mr.  George  Lamb, 
Treasurer  of  National,  explained  the  ac- 
quisition as  follows: 

National  is  acquiring  a  company  with  years  of 
tradition  and  experience  behind  it,  one  of  the 
greatest  trademarks  in  the  American  food  in- 
dustry, and  a  wealth  of  know-how  in  the  1,100 
skilled  employees  and  management  personnel  of 
Welch.33 


33  G.  W.  Lamb,  "The  Welch  Grape  Juice  Story,"  American  Cooperation,  1954  (Washington: 
American  Institute  of  Cooperation) ,  p.  86. 
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Financial  Considerations.  Buying 
a  going  concern  often  is  easier  to  finance 
than  is  internal  expansion  on  a  compar- 
able scale.  First,  lending  institutions  may 
be  more  inclined  to  make  loans  for 
growth  by  this  means  because  a  going 
concern  has  a  history  of  business  opera- 
tions on  which  to  project  its  future.  Sec- 
ond, often  the  persons  selling  a  going  con- 
cern to  a  cooperative  (or  to  any  other 
firm)  are  willing  to  work  out  a  purchase 
plan  which  makes  it  relatively  easy  to 
make  the  acquisition.  Thus,  the  members' 
initial  capital  outlay  may  be  very  modest 
when  growing  by  merger. 

A  leading  example  of  the  financing  ad- 
vantage gained  by  merger  is  the  Welch 
acquisition  mentioned  above.  In  this 
case,  the  cooperative  acquired  Welch  for 
about  $29  million.  This  acquisition  was 
financed  as  follows:  National  and  Welch 
signed  a  contract  on  June  2,  1952,  and 
made  retroactive  to  cover  the  1951  crop, 
which  "provides  that,  after  paying  oper- 
ating expenses,  the  total  proceeds  from 
sale  of  all  products  by  Welch  will  be  de- 
livered to  National  as  payment  for  the 
grapes  delivered  by  its  members.  The 
plan  provides  that  up  to  10  per  cent  of 
net  sales  will  be  represented  in  payments 
to  the  members  by  Allocation  Certifi- 
cates, the  remainder  in  cash."34  During 
the  first  three  years  of  this  arrangement, 
National  accumulated  about  $8  million 
toward  the  purchase  of  Welch.35  In  1957 
ownership  of  Welch  was  transferred  to 
National.  It  is  difficult  to  conceive  of 
farmers  being  able  to  finance  growth  of 
these  proportions  had  they  used  the  in- 
ternal growth  route.36 

Wartime  Reasons.  As  mentioned 
earlier,  cooperatives  had  strong  incen- 
tives to  integrate  vertically  during  World 
War  II  in  order  to  get  assured  sources  of 
supply.  But  wartime  restrictions  of  build- 


ing, machinery,  and  other  materials  made 
extensive  internal  expansion  virtually  im- 
possible. Consequently,  cooperatives,  in 
effect,  were  forced  into  growing  through 
the  merger  route  if  they  were  to  grow  at 
all.  Such  considerations  seem  to  have 
been  mainly  responsible  for  the  extensive 
wartime  merger  activity  by  supply  asso- 
ciations (table  7). 

Wartime  conditions  also  stimulated 
many  mergers  among  cooperatives.  Tire, 
truck,  and  other  equipment  shortages,  as 
well  as  a  general  scarcity  of  personnel, 
often  acted  as  an  added  incentive  for 
small  cooperatives  to  merge  with  one  an- 
other. While  most  such  associations  al- 
ready had  an  incentive  to  merge  before 
the  war,  wartime  conditions  provided  an 
added  incentive.  Mergers  among  coop- 
eratives reached  an  all-time  high  during 
and  immediately  after  the  war  (table  2) . 

Effects  of  Mergers  on  the  Growth 
of  Cooperatives,  1940-1955 

This  section  will  deal  with  the  effects 
of  mergers  on  the  aggregate  numbers  and 
size  of  U.  S.  cooperatives  between  1940 
and  1955.  Part  three  of  this  study  will 
deal  with  the  effects  of  specific  mergers 
on  individual  dairy  cooperatives.  For  co- 
operatives as  a  whole,  however,  the  data 
are  sufficient  only  for  measurement  of  the 
influence  of  all  merger  activity  on  the 
entire  cooperative  population. 

Impact  on  Number  of  Cooperatives 

The  data  indicated  that  485  mergers 
among  cooperatives  occurred  during 
1940-1955.  One  way  to  measure  the  im- 
portance of  such  mergers  is  to  compare 
the  number  of  mergers  with  the  total 
number  of  cooperatives  operating  in 
1939-1940.  This  comparison  indicates 
the  decline  in  cooperative  numbers  be- 
cause of  mergers. 


34  Ibid.,  p.  83. 

85  Ibid.,  p  .85. 

'"  The  Welch  acquisition  actually  involved  the  purchase  of  a  going  concern  by  farmers  rather 
than  by  an  established  cooperative.  National  Grape  Cooperative  was  set  up  to  make  the  acquisi- 
tion. But  this  acquisition  represents  a  striking  illustration  of  the  advantages  firms — in  this  case 
farmers— can  attain  by  integrating  into  a  new  industry  by  merger  rather  than  by  internal  growth. 
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Table  1 1.  Comparison  of  the  Number  of  Cooperatives  Acquired  by  Co- 
operatives During  1940-55  with  Total  Number  of  Cooperatives  in  1939- 
40 


Type  of  cooperative 


Number  of  cooperatives 
in  1939-40 


Cooperatives  merging  with 
cooperatives  during  1940-55 


Number 


Per  cent  of  1940 


Total 

Marketing  only. 

Supply  only 

Dairy  only 

Other  marketing 


10,700 
8,051 
2,649 
2,395 
5,656 


485 
357 
128 
190 
167 


4.5 
4.4 
4.8 
7.9 
3.0 


Cooperative  mergers  during  1940- 
1955  were  only  4.5  per  cent  as  great  as 
the  population  of  all  cooperatives  in 
1939-1940  (table  11).  They  were  of 
most  importance  in  dairy  cooperatives, 
where  they  represented  7.9  per  cent  of 
the  total  number  of  such  cooperatives  in 
1939-1940.  Thus,  mergers  among  coop- 
eratives have  not  brought  about  any  dras- 
tic change  in  the  number  of  agricultural 
cooperatives. 

Another  indication  of  their  importance 
in  changing  the  structure  of  agricultural 
cooperatives  is  the  extent  of  their  use  as 
a  means  of  discontinuance  among  coop- 
eratives. 

During  1940-1955,  the  number  of 
agricultural  cooperatives  declined  from 
10,700  to  9,887.  Thus  one  might  infer 
that  about  one-half  of  the  net  decline  in 
cooperatives  during  this  period  was  due 
to  the  485  mergers  recorded  in  this  study. 

But  this  inference  is  incomplete  be- 
cause during  this  period  the  number  of 
marketing  cooperatives  dropped  from 
8,051  to  6,316  and  the  number  of  supply 
and  service  cooperatives  increased  from 
2,649  to  3,571.37 

Thus  marketing  cooperatives  decreased 
by  1,737.  Of  course,  the  number  of  co- 
operatives   actually   discontinuing   busi- 


ness was  greater  than  this  by  an  amount 
equal  to  the  number  of  cooperatives  op- 
erating in  1955  which  had  begun  after 
1939.  Unfortunately,  there  are  no  reli- 
able estimates  of  this  number.  Conse- 
quently, about  all  that  can  be  said  about 
the  effect  of  mergers  on  marketing  co- 
operatives is  that  they  accounted  for  357 
or  20.6  per  cent  of  their  net  decrease  be- 
tween 1940  and  1955. 

Since  supply  and  service  cooperatives 
enjoyed  a  net  increase  of  922,  the  128 
supply  cooperatives  discontinuing  be- 
cause of  mergers  were  more  than  offset 
by  the  organization  of  new  associations. 

Impact  of  Mergers  on  Aggregate 
Growth  of  Cooperatives 

Measurement  of  the  effects  of  mergers 
on  firm  growth  is  always  rough  at  best. 
It  only  tells  us  something  of  the  direct 
effects  of  mergers  rather  than  of  their  in- 
direct effects.38  Further,  the  available 
data  do  not  lend  themselves  to  measur- 
ing their  effects  on  the  acquiring  coop- 
eratives because  we  know  so  little  about 
them.  Therefore,  estimates  must  be  re- 
stricted to  aggregate  comparisons. 

One  means  of  getting  a  rough  idea  of 
the  importance  of  mergers  on  aggregate 
growth  of  cooperatives  is  to  compare  the 

3'  Some  of  the  decline  in  the  number  of  marketing  cooperatives  and  the  increase  in  supply  co- 
operatives is  due  to  the  reclassification  of  cooperatives  from  marketing  to  supply  cooperatives. 
Anne  L.  Gessner,  Chief  of  the  History  and  Statistics  Branch  of  Farmer  Cooperative  Service,  in- 
formed the  author  that,  if  more  than  half  of  a  marketing  cooperative's  business  is  derived  from 
handling  farm  supplies,  it  is  reclassified  as  a  farm  supply  association. 

38  See  pp.  39-40  for  a  discussion  of  this  problem. 
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sales  of  all  cooperatives  acquired  by  co- 
operatives during  1940-1955  with  the 
total  sales  of  all  cooperatives  in  1939- 
1940.  Such  a  comparison  provides  a 
rough  measure  of  the  effect  of  mergers 
on  the  average  size  of  cooperatives  oper- 
ating in  1940.39  For  example,  if  the  sales 
of  all  cooperatives  acquired  during 
1940-1955  were  half  as  great  as  the  sales 
of  all  cooperatives  in  1939-1940,  we 
could  say  that  the  remaining  coopera- 
tives, on  the  average,  would  be  50  per 
cent  larger  than  in  1940  if  their  size  had 
not  changed  for  other  reasons.  This  com- 
parison, in  effect,  isolates  the  merger 
component  of  aggregate  cooperative 
growth. 

Comparing  the  sales  of  noncoopera- 
tives  acquired  by  cooperatives  with 
1939-1940  cooperatives'  sales  will  pro- 
vide a  similar  indication  of  the  contribu- 
tion of  noncooperative  mergers  to  the 
growth  of  cooperatives.40 

We  have  made  such  comparisons  in 
table  12.  According  to  these  estimates, 
mergers  among  cooperatives  during 
1940-1955  increased  the  average  size  of 
cooperatives  by  8.1  per  cent.  Acquisi- 
tions of  noncooperatives  increased  their 
size  by  13  per  cent.  Mergers  were  most 
important  in  the  case  of  supply  coopera- 
tives, where  mergers  among  cooperatives 
increased  the  average  size  of  coopera- 
tives by  16.7  per  cent  and  acquisition  of 
noncooperatives  increased  their  size  by 
42.7  per  cent.  The  combined  effects  of 
both  came  to  59.4  per  cent. 

Mergers  also  contributed  much  to  the 
growth  of  dairy  cooperatives:  mergers 
among  cooperatives  added  11.1  per  cent 


and  acquisitions  of  noncooperatives  12 
per  cent. 

The  reader  should  be  cautioned  that 
the  above  aggregate  comparisons  are  sub- 
ject to  various  types  of  error. 

First,  because  the  basic  data  are  in- 
complete, they  understate  the  magnitude 
of  the  value  of  total  mergers,  both  co- 
operative and  noncooperative.41  How- 
ever, even  in  the  case  of  noncooperative 
mergers,  this  error  probably  is  not  very 
great  because  most  mergers  on  which 
size  data  were  not  given  very  probably 
were  small  concerns;42  even  in  the  aggre- 
gate this  probably  would  not  affect  the 
accuracy  of  the  estimate  by  more  than  25 
per  cent.  In  the  case  of  mergers  among 
cooperatives,  the  probable  error  is  less 
than  this. 

Another  error  in  the  direction  of  un- 
derstating the  importance  of  mergers  re- 
sults because  our  comparisons  measure 
only  the  direct  effect  of  mergers ;  that  is, 
they  do  not  take  account  of  the  fact  that 
mergers  have  an  indirect  or  continuing 
effect  on  size,  as  well  as  a  direct  or  imme- 
diate effect.43 

In  some  cases,  the  data  also  have  the 
effect  of  overstating  the  impact  of  merg- 
ers. This  results  because  it  was  necessary 
to  use  sales  as  the  measure  of  size  of  ac- 
quired noncooperatives.  The  effect  of  this 
factor  is  to  overstate  the  impact  of  such 
mergers  on  growth  because  many  in- 
volved vertical  integration  and  thus, 
while  they  increased  the  acquiring  co- 
operative's assets,  they  had  little  imme- 
diate effect  on  sales.  This  error  may  be 
especially  important  in  the  case  of  sup- 
ply associations. 


39  This  comparison  assumes  that  all  acquiring  cooperatives  were  already  operating  in  1940.  This 
assumption  is  valid  with  but  few  exceptions. 

40  Because  our  estimates  of  the  size  of  noncooperatives  acquired  by  cooperatives  are  expressed 
mainly  in  terms  of  the  purchase  price,  and  our  information  on  cooperatives  in  terms  of  sales,  we 
have  converted  the  former  figures  to  sales  by  applying  a  ratio  of  $3  of  sales  for  each  dollar  paid 
for  acquired  concerns.  We  derived  this  ratio  from  cases  where  we  had  information  on  purchase 
price  and  sales  of  acquired  concerns. 

41  See  Appendix  B  for  a  discussion  of  the  completeness  of  the  data  in  the  case  of  dairy  mergers. 
This  discussion  indicates  that  the  secondary  sources  used  were  very  complete  on  dairy  mergers 
involving  both  acquired  cooperatives  and  noncooperatives  with  sales  over  $1,000,000. 

42  Ibid. 

43  See  p.  40  for  a  further  discussion  of  this  problem. 
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Table  12.  Comparisons  of  Sales  of  Cooperatives  and  Noncobperatives 
Acquired  by  Cooperatives  During   1940-55  with  Sales  of  Cooperatives 
1939-40 


in 


Type  of  cooperative 

Sales  of 

cooperatives 

operating 

in  1939-40* 

(millions) 

Cooperatives 

acquired  by 

"•operatives 

dating  1940-55 

Noncooperatives 

acquired  by 

cooperatives 

during  1940-55 

Cooperatives  and 

noncobperatives 

acquired  by 

cooperatives 

during  1940-55 

Sales* 
(millions) 

Per  cent 
of  1939-40 

Salesf 
(millions) 

Per  cent 
of  1939-40 

Sales 
(millions) 

Per  cent 
of  1939-40 

All  cooperatives 

Supply  only 

4,461 
702 
3,759 
1,303 
2,456 

$362 
117 
245 
145 
100 

8.1 

16.7 

6.5 

11.1 
4.1 

$580 
300 
280 
156 
123 

13.0 

42.7 
7.4 

12.0 
5.0 

$942 
417 
525 
301 
223 

21.1 
59.4 

Marketing  only 

Dairy  only 

14.0 
23.1 

Other  marketing 

9.1 

*  Adjusted  to  1947-50  dollars. 
t  Unadjusted. 

Relative  Importance  of  External 
and  Internal  Growth 

The  above  comparison  indicates  that 
the  direct  effect  of  mergers  was  to  in- 
crease by  1955  the  average  size  of  coop- 
eratives operating  in  1939-1940  by 
around  20  per  cent.  While  this  certainly 
is  a  significant  amount,  another  impor- 
tant question  is:  what  proportion  of  the 
total  growth  of  cooperatives  during 
1940-1955  can  be  accounted  for  by 
mergers? 

One  way  of  getting  a  general  indica- 
tion on  this  score  is  to  compare  total 
growth  by  merger  with  the  total  growth 
of  all  cooperatives  during  1940-1955. 

Table  13  makes  such  a  comparison  in 
the  case  of  noncooperative  acquisitions.44 
It  suggests  that  only  6.6  per  cent  of  the 
sales  growth  of  all  cooperatives  between 
1940  and  1955  was  due  to  acquisition  of 
noncooperatives.  The  remaining  93.4 
per  cent  was  due  to  internal  growth  of 
cooperatives  operating  since  1940  plus 
those  starting  since  then.  Of  course,  ac- 
quisitions of  noncooperatives  were  more 
important  in  the  case  of  supply  and  dairy 
cooperatives,  accounting  for  15.2  per 
cent  and  8.7  per  cent  respectively.  But, 

44  It  is  not  meaningful  to  make  such  a  comparison  in  the  case  of  mergers  among  cooperatives 
because  they  do  not — at  least  in  the  short  run — increase  total  cooperative  sales. 

45  An  average  of  about  10,000  supply  and  marketing  cooperatives  were  operating  during  1940- 
1955. 
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even  in  these  cases,  it  is  clear  that  in  the 
aggregate,  during  1940-1955,  coopera- 
tives did  not  rely  on  acquisitions  of  non- 
cooperatives  for  much  of  their  growth. 
The  reader  is  again  cautioned  to  take 
into  account  the  previously  mentioned 
shortcomings  in  the  basic  data  and  meas- 
urement procedures  in  interpreting  the 
impact  of  mergers  on  cooperative 
growth. 

Effect  of  Merger  on  the  Growth 
of  Acquiring  Cooperatives 

The  preceding  aggregate  comparison 
greatly  understates  the  importance  of 
mergers  to  the  growth  of  the  coopera- 
tives directly  involved.  It  is  significant 
that  the  data  indicate  that  only  340  co- 
operatives acquired  the  485  cooperatives 
used  in  the  above  comparisons,  and  only 
In  fact,  the  1,038  acquired  cooperatives 
and  noncooperatives  reported  here  were 
333  cooperatives  acquired  the  553  non- 
cooperatives  used  in  these  comparisons, 
acquired  by  only  613  cooperatives  (table 
10) .  Thus,  only  about  6  per  cent  of  all  co- 
operatives operating  during  1940-19554" 
engaged  in  any  merger  activity,  accord- 
ing to  our  findings.  It  is  safer  to  infer. 


Table  13.  Comparisons  of  Sales  of  Acquired  Noncobperatives  with  Total 
Increase  in  Agricultural  Cooperatives'  Sales,  1940—1955 


Types  of  cooperatives 

Adjusted  sales* 

Sales  growth 

1939-40  to 

1954-55 

Sales  of 

acquired 

noncoops.t 

Per  cent  of 
total  growth 
due  to  non- 

1939-40 

1954-55f 

cooperative 
acquisitions 

Marketing  and  supply- 
Marketing  only 

Dairy  marketing . . . 

Other  marketing. . . 
Supply  only 

(millions) 

$4,461 

3,759 

1,303 

2,456 

702 

(millions) 

$13,294 

10,615 

3,091 

7,524 

2,679 

(millions) 

$8,833 
6,856 
1,788 
5,068 

1,977 

(millions) 

$580 
280 
156 
123 
300 

(Per  cent) 

6.6 

4.1 

8.7 

2.4 

15.2 

*  All  cooperative  sales  adjusted  to  1947-50  dollars. 

t  1939-40  and  1954-55  sales  data  are  not  entirely  comparable.  Figures  prior  to  1950-51  were  neither  strictly 
net  nor  gross  sales. 

t  Sales  of  acquired  concerns  estimated  by  applying  a  3  to  1  ratio  of  sales  to  purchase  price.  For  source  of 
estimated  purchase  price  see  pp.  19-20. 


therefore,  that  mergers  played  a  much 
bigger  role  in  the  growth  of  cooperatives 
than  the  aggregate  comparisons  suggest. 
Just  how  important  mergers  have  been 
in  the  growth  of  some  firms  will  be  left 
for  the  second  part  of  this  study.  But  just 
how  important  they  can  be  is  suggested 
by  a  comparison  of  the  growth  rates  of 
large  supply  cooperatives  which  used 
mergers  most  extensively  and  others 
growing  largely  by  internal  means.  For 
this  purpose,  the  dozen  largest  regional 
supply  cooperatives  in  1941  were  divided 
into  two  groups,  six  which  used  mergers 
most  extensively  and  six  which  used 
them  least  extensively. 

Between  1941  and  1955,  the  sales  of 
these  12  cooperatives  grew,  on  the  aver- 
age, about  540  per  cent  and  their  assets 
by  1275  per  cent.  Significantly,  the  six 
making  most  extensive  use  of  mergers  in 
their  growth  enjoyed  a  sales  expansion 
of  720  per  cent,  compared  to  370  per 
cent  for  the  other  six.  During  the  same 
period,  the  total  assets  of  those  using 
mergers  most,  grew  by  1760  per  cent 
compared  to  790  per  cent  for  the  other 
six. 

These  comparisons  indicate  clearly 
that  the  most  rapidly  growing  regionals 
used  mergers  most  extensively  in  their 
expansion.  And  an  analysis  of  the  rea- 


sons and  advantages  of  this  method  of 
growth  suggests  that  growth  by  internal 
expansion  alone  simply  would  not  have 
permitted  them  to  grow  this  rapidly.46 

Summary  of  Motives  and  Effects  of 
Cooperative  Mergers,   1940-1955 

Mergers  among  cooperatives  have 
been  motivated  by  a  variety  of  considera- 
tions. But  the  basic  motive  underlying 
such  actions  has  been  a  desire  to  grow 
larger.  Most  cooperatives  were  organized 
in  an  economic  environment  which  fa- 
vored smaller  concerns,  or  at  least  was 
not  hostile  to  them.  Transportation  fa- 
cilities often  placed  strict  limits  on  the 
size  of  local  processing  and  marketing 
organizations.  Technology  also  seemed 
to  favor  small  concerns  or  at  least  did 
not  place  them  at  a  serious  competitive 
disadvantage.  But,  as  these  conditions 
changed,  many  cooperatives  found 
themselves  too  small  to  continue  doing 
an  effective  job. 

Given  a  strong  incentive  to  grow,  co- 
operatives faced  the  choice  of  growing 
by  internal  expansion  or  through  merger. 
Because  of  the  structures  of  the  markets 
in  which  they  operated,  cooperatives 
often  found  merger  preferable  to  inter- 
nal expansion.  During  World  War  II, 
growth  through  merger  was  given  a  spe- 


See  preceding  section  on  discussion  on  motives  of  mergers  by  cooperatives. 
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and  successfully  than  tney  could   have 
had  they  relied  on  internal  growth. 

Comparison  of  Cooperative  and 
Noncooperative  Merger  Activity 

Direct  comparisons  of  the  data  pre- 
sented here  on  cooperative  mergers  and 
data  presented  elsewhere  on  mergers  in 
the  entire  economy  should  be  made  cau- 
tiously. Most  merger  studies  seriously 
understate  the  extent  of  merger  activity, 
at  least  in  terms  of  numbers,  occurring 
in  our  economy.  For  example,  according 
to  the  Federal  Trade  Commission  studies, 
between  1940  and  1954  there  were  only 
612  mergers  involving  firms  manufactur- 
ing food  and  kindred  products.47  Accord- 
ing to  the  present  study,  cooperatives 
marketing  agricultural  products,  ac- 
quired 340  cooperative  and  409  nonco- 
operative concerns  during  this  period. 
But  the  Federal  Trade  Commission's 
studies  seriously  understate  the  magni- 
tude of  mergers  among  small  concerns. 
For  example,  during  1948-1954  it  re- 
ported only  97  mergers  by  dairy  con- 
cerns. (It  included  only  one  cooperative 
acquisition.)  Yet  a  more  complete  cover- 
age of  dairy  mergers  indicated  that  there 
were  over  1,000  mergers  during  this  pe- 
riod.48 Thus,  direct  comparisons  of  these 
data  and  FTC  data  are  not  warranted. 

Other  studies  suggest,  however,  that 
cooperatives  actually  have  used  mergers 
in  their  growth  less  frequently  than  large 
noncooperative  corporations.  Butters, 
Lintner,  and  Cary's  analysis  of  the  1940- 
1947  merger  movement  suggests  that 
manufacturing  and  mining  corporations 
with  assets  exceeding  $1,000,000  made 
much  more  extensive  use  of  mergers  than 
did  cooperatives.49  Their  study  indicated 
that  the  per  cent  of  concerns  making 
mergers  varied  from  85  per  cent  of  those 
with  assets  over  $100,000,000  to  23.7  per 

47  Federal  Trade  Commission,  The  Merger  Movement:  A  Summary  Report,  1948,  and  Federal 
Trade  Commission  Report  on  Corporate  Mergers  and  Acquisitions,  May,  1955. 

48  Willard  F.  Mueller,  "A  Comment  on  the  FTC's  Report  on  Mergers  with  Special  Reference  to 
Dairy  Mergers,"  Journal  of  Farm  Economics,  Vol.  XXXIX,  No.  1,  February,  1957,  p.  141. 

49  J.  Keith  Butters,  John  Lintner,  and  William  L.  Cary,  Effects  of  Taxation  on  Corporate  Merg- 
ers (Cambridge:  The  Riverside  Press,  1951) ,  p.  251. 


cial  stimulus  because  material  and  other 
shortages  made  it  especially  necessary 
to  eliminate  inefficient  procurement  and 
other  inefficiencies  resulting  from  small- 
scale  operations. 

The  above  considerations  were  also  in- 
volved in  the  acquisitions  of  many  non- 
cooperative  concerns.  But  there  is  an 
important  difference  between  mergers 
among  cooperatives  and  acquisitions  of 
noncooperatives  by  cooperatives.  While 
the  former  involved  mainly  horizontal 
mergers  and  some  diversifying  mergers, 
the  latter  also  involved  quite  a  number 
of  vertical  integration  mergers.  The  basic 
motives  here  were  to  attain  assured 
sources  of  supply  or  market  outlets  and 
to  enter  industries  where  large  profits 
seemed  to  exist.  Merger  offered  the  best 
means  of  growing  into  these  fields  be- 
cause it  permitted  cooperatives  to  ac- 
quire the  technical  skills  and  other  know- 
how  required  to  run  these  new  opera- 
tions. Furthermore,  internal  growth  into 
some  fields  was  virtually  impossible  dur- 
ing World  War  II.  This  explains  the 
high  degree  of  merger  activities  by  sup- 
ply cooperatives  during  World  War  II. 
Since  then,  many  cooperatives  have 
grown  largely  internally  in  these  fields. 
However,  recently  a  number  of  nonco- 
operatives have  been  acquired  by  mar- 
keting cooperatives.  In  fact,  the  data 
suggest  that  marketing  cooperatives  have 
acquired  more  large  noncooperative  con- 
cerns since  1950  than  in  all  the  years  be- 
fore then.  To  date,  most  of  these  acquisi- 
tions seem  to  have  been  very  successful. 

Cooperative  mergers  have  not  trans- 
formed the  aggregate  structure  of  Amer- 
ican agriculture  cooperatives  in  a  man- 
ner comparable  to  the  way  merger  ac- 
tivity has  changed  some  American  indus- 
tries. But  many  of  the  cooperatives  in- 
volved have  grown  much  more  rapidly 
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Table  14.  Proportion  of  All  Manufacturing  Companies  Making  Any  Re- 
ported Acquisitions,  1940-47,  by  Size  Class 
(Asset  size  class  in  millions  of  dollars) 


Asset  size  class 

Number  of 
companies 
making  any 
acquisitions 

Number  of 

companies 

listed  in 

Moody's* 

Percentage 
of  companies 

making 
acquisitions 

Total 

number  of 

other  firms 

acquired 

(millions) 

Over  $100 

90 
78 
264 
160 
233 
107 

106 
105 
616 
522 
984 
132 

84.9 
74.3 
42.8 
30.6 
23.7 
81.1 

438 

$50-$100 

227 

$10-$50 

584 

$5-$10 

$l-$5 

254 
368 

Under  $lf 

119 

*  Tabulation  of  all  manufacturing  and  mining  companies  listed  in  the  1947  Industrials  volume  of  "Moody's 
Manual  of  Investments." 

t  Butters,  et  al.  said  that  "this  class  is  undoubtedly  atypical.  Presumably  many  of  the  companies  were  listed 
solely  because  they  made  acquisitions." 

Source:  Butters,  Lintner,  and  Cary,  op.  cit.,  p.  251. 


cent  for  those  with  assets  between  $1- 
5,000,000  (table  14).  Their  data  on  con- 
cerns under  $1,000,000  are  too  incom- 
plete to  permit  meaningful  comparison. 
According  to  the  present  study,  during 
1940-1955  only  6  per  cent  of  all  coopera- 
tives engaged  in  merger  activity.  Conse- 
quently, it  is  safe  to  infer  that  coopera- 
tives made  much  less  extensive  use  of 


mergers  than  did  industrial  concerns 
with  assets  exceeding  $1,000,000.  No 
comparisons  with  smaller  noncoopera- 
tive  concerns  are  warranted  on  the  basis 
of  present  information.  However,  the 
last  part  of  this  study  indicates  that,  in 
the  dairy  industry  at  least,  small  nonco- 
operative  concerns  have  also  made  ex- 
tensive use  of  mergers. 
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III.  A  Case  Study  of  Cooperative 
Mergers:  Dairy  Cooperatives 


INTRODUCTION  AND  METHOD 


The  preceding  survey  of  over-all  co- 
operative merger  activity  indicated  that 
dairy  cooperatives  made  more  mergers 
than  did  any  other  type  of  cooperative. 
Moreover,  dairy  cooperatives  comprise 
the  largest  segment  of  agricultural  mar- 
keting cooperatives  (about  33  per  cent 
of  the  net  value  of  all  farm  products  mar- 
keted by  cooperatives  in  1954-1955). 
Because  of  these  considerations,  it  was 
felt  that  a  more  intensive  study  into  the 
extent,  nature,  causes,  and  consequences 
of  cooperative  dairy  mergers  would  con- 
tribute much  to  our  knowledge  of  the 
role  of  mergers  in  growth. 

This  section  of  the  study  is  divided 


into  two  parts.  The  first  undertakes  to 
place  cooperative  dairy  merger  experi- 
ence in  its  proper  industrial  context  by 
looking  briefly  at  dairy  cooperatives' 
place  in  the  dairy  industry,  and  by  sur- 
veying over-all  merger  activity  by  all 
types  of  dairy  firms;  i.e.,  noncoopera- 
tives  and  cooperatives  alike. 

The  second  part  deals  with  the  growth 
experiences  of  a  sample  of  102  "large" 
dairy  cooperatives  during  1946-1955.  It 
studies  their  merger  experience,  meas- 
ures the  impact  of  mergers  upon  their 
growth,  attempts  to  explain  the  major 
causes  for  these  mergers,  and  the  prob- 
lems experienced  in  carrying  them  out. 


THE  PLACE  OF  COOPERATIVES  IN  THE  DAIRY  INDUSTRY 


Dairy  cooperatives  have  operated  in 
the  United  States  since  the  late  1800's. 
As  early  as  1913  there  were  at  least  1,187 
dairy  cooperatives,  which  had  combined 
sales  near  $60  million.50  These  coopera- 
tives were  small  by  today's  standards, 
averaging  annual  sales  of  only  $50,000 
each.  But  by  the  mid-twenties  three  large- 
scale  associations  were  on  the  scene.  In 
fact,  in  1924,  the  Dairymen's  League  Co- 
operative Association,  Inc.,  New  York, 
controlled  sales  of  $65,000,000.  Only  one 
American  dairy  company  had  a  larger 
volume — the  Borden  Company  with  sales 
near  $100,000,000  (table  16). 

Dairymen's  League  was  organized  in 


1907  by  fluid  milk  producers  in  New 
York  and  surrounding  states.51  Although 
it  started  primarily  as  a  bargaining  asso- 
ciation, today  it  processes  and  distributes 
large  amounts  of  its  members'  products 
as  well.  By  1955,  it  had  assets  of  $42,- 
000,000  and  sales  of  $155,900,000. 

Land  0'  Lakes  Creameries,  Inc.,  Min- 
neapolis, Minnesota,  was  the  second  larg- 
est— in  terms  of  sales — dairy  cooperative 
in  1924  and  still  is  today.52  Unlike  Dairy- 
men's League,  Land  0'  Lakes  is  a  fed- 
erated type  of  cooperative.  It  acts  princi- 
pally as  the  sales  agent  for  a  group  of 
dairy  cooperatives  in  Minnesota  and 
Wisconsin.  Its  predecessor  was  the  Min- 


50  Farmer  Cooperatives  in  the  United  States,  Farmer  Cooperative  Service,  U.  S.  Department  of 
Agriculture,  FCS  Bulletin  1,  December,  1955,  p.  46. 

51  Froker,  op.  cit.,  pp.  10-11. 

52  Ibid.,  p.  12. 
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Table  15.  Comparison  of  Growth  Rates  of  Eight  Large  Noncooperative 
Dairies  with  Eight  of  the  Largest  Cooperative  Dairies,  1945-1955 


Firms  ranked  according  to 
sales  in  1945 

Average  percentage  increase  in  sales 
during  1945-1955 

Average  percentage  increase  in  total 
assets  during  1945-1955 

Cooperatives 

Noncobperatives 

Cooperatives 

Noncobperatives 

Two  largest 

68.6 
73.2 
52.3 
63.3 

87.7 
107.6 
149.9 
128.7 

91.2 

95.9 

208.1 

152.1 

95.8 

Four  largest 

108.6 

Second  four  largest 

Eight  largest 

248.5 
178.6 

*  The  eight  largest  noncooperative  firms  in  1945,  ranked  according  to  sales  were:  National  Dairy  Products 
Borden  Co.,  Carnation  Co.,  Beatrice  Foods  Co.,  Pet  Milk  Co.,  Golden  State  Dairy,  Fairmont  Foods,  and  Arden 
Farms.  Because  Golden  State  was  acquired  by  Foremost  Dairies  in  1951,  the  1955  sales  of  Foremost  are  com- 
pared with  those  of  Golden  State  in  1945.  Source:  "Moody's  Industrials." 

The  eight  cooperatives  included  in  the  above  comparisons  are  not  necessarily  the  eight  largest  in  the  country. 
Most  of  them  are  known  to  be  among  the  eight  largest  in  the  country.  All  had  sales  exceeding  $13,000,000  in  1945. 
Source:  Information  received  from  merger  questionnaires  discussed  in  Appendix  A. 


nesota  Cooperative  Creameries  Associa- 
tion which  was  organized  in  1921.  By 
1955,  Land  O'  Lakes  had  assets  of  $39,- 
100,000  and  sales  of  $134,000,000.  To- 
day it  also  markets  poultry  products  and 
furnishes  supplies  to  creameries  and 
others. 

Challenge  Cream  and  Butter  Associa- 
tion, Los  Angeles,  California,  organized 
in  1910,  was  the  country's  third  largest 
dairy  cooperative  in  1924  and  held  the 
same  position  in  1958.  Like  Land  O' 
Lakes,  it  is  a  sales  agent  for  local  dairy- 
ing manufacturing  cooperatives.  Its 
member  associations  are  located  in  the 
Pacific  and  Mountain  States.  By  1955, 
its  assets  had  grown  to  $13,400,000  and 
its  sales  to  $70,700,000. 

In  1924,  the  country's  three  largest 
dairy  cooperatives  had  sales  about  48  per 
cent  as  great  as  the  three  largest  nonco- 
operatives. But  in  the  following  three 
decades  they  lost  ground — in  terms  of 


sales — quite  consistently  to  the  large 
noncobperatives;  by  1945,  this  percent- 
age had  dropped  to  18  per  cent,  and  by 
1955,  to  15  per  cent.53  Moreover,  since 
1924,  other  large-scale  noncobperatives 
have  emerged,  and,  by  1955,  there  were 
nine  with  sales  over  $100,000,000.54  All 
but  two  of  these  were  larger  than  the 
country's  two  largest  dairy  cooperatives. 
Comparisons  of  the  growth  of  the  eight 
largest  noncooperative  dairies  with  eight 
of  the  largest  cooperative  dairies  during 
1945-1955  tells  a  similar  story.  Between 
1945  and  1955,  the  eight  largest  nonco- 
operatives  enjoyed  an  average  increase 
in  sales  of  128.7  per  cent  compared  with 
63.3  per  cent  for  eight  large  cooperatives 
studied  (table  15).  When  assets  were 
used  as  a  measure  of  size,  the  coopera- 
tives fared  better.  Their  assets  increased 
an  average  of  152.1  per  cent  compared 
to  178.6  per  cent  for  the  large  noncobp- 
eratives. The  assets  of  these  cooperatives 


3  These  comparisons  are  of  the  country's  three  largest  cooperatives  for  the  year  with  those  of 
the  three  larges  noncooperatives.  In  the  case  of  cooperatives,  the  three  mentioned  above  were  the 
largest  in  the  country,  in  terms  of  sales,  in  all  years  but  1929  and  1933;  in  those  years,  Chicago 
Pure  Milk  Association  was  larger  than  Challenge.  In  the  case  of  noncooperatives,  the  following 
were  largest  in  various  years:  1924— Borden,  Beatrice,  and  Fairmont;  1929-1945— National  Dairy 
Products,  Borden,  and  Carnation;  1955— National,  Borden,  and  Foremost. 

c* These  concerns  and  their  1955  sales  were:  National  Dairy  Products  Co.,  $1,260,230,044; 
Borden  Co.,  $810,126,624;  Foremost  Dairies,  Inc.,  $388,068,990;  Carnation  Co.,  $329,248^299 ; 
Beatrice  Foods  Co.,  $325,024,681;  Arden  Farms,  $212,313,942;  Pet  Milk  Co.,  $167,449,195;  Fair- 
mont Foods  Co.,  $102,691,945.  Source:  Moody's  Industrials.  All  sales  are  for  the  year  ending  De- 
cember, 1955,  except  Beatrice  and  Fairmont,  which  are  for  February  28,  1956.  H.  P.  Hood  &  Sons, 
Inc.,  Boston,  had  sales  of  $112,675,477  in  1953.  Source:  U.  S.  Federal  Trade  Commission,  Docket 
6425. 
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Table  16.  Sales  of  Leading  Cooperatives  and  Noncodperative  Dairy 
Firms,  All  Dairy  Cooperatives,  and  the  Total  Retail  Value  of  All  Dairy 
Products  in  Selected  Years,  1924-1955 

(in  millions) 


1924 

1929 

1933 

1937 

1945 

1950 

1955 

Dairymen's  League 

65.0 

89.1 

55.5 

59.3 

96.7 

142.9 

155.9 

Land  0 'Lakes 

13.1 
9.0 

52.6 
17.7 

30.5 
10.6 

37.4 
20.5 

75.2 
45.6 

84.1 
60.3 

134.0 

Challenge  Cream  and  Butter. . . 

70.7 

National 

13.6 

300.0 

231.2 

351.0 

632.8 

906.6 

1,260.2 

Borden 

100.2 

328.5 

186.3 

237.6 

459.5 

631.1 

810.1 

Beatrice 

46.9 

83.7 

44.9 

64.2 

125.1 

205.3 

325.0 

Gross  sales  of  all  dairy  coops. . 

535.0  b 

680.0 

380.0 

686.0 

1,428.0 

2,298.0 

2,906.0  c 

Net  sales  of  operating  coops. d. . 

998.0 

1,382.0  c 

Sales  of  bargaining  coops 

935.0 

1,039.0  ■ 

Retail  value  of  all  dairy 

products6* 

2,590 

3,330 

2,170 

2,900 

4,800 

6,900 

8,500 

a  Sales  data  for  noncooperatives  based  on  reports  in  "Moody's  Industrials."  All  cooperative  figures  before 
1945  are  based  on  Froker,  Hoffman,  and  Colebank,  op.  cit.  Data  since  then  based  on  respective  annual  reports. 
Sales  for  total  cooperatives  based  on  "Farmer  Cooperatives  in  the  United  States,"  op.  cit.,  and  "Statistics  of 
Farmer  Cooperatives,"  1950-51  and  1954-55,  Farmer  Cooperative  Service,  U.  S.  D.  A. 

b  This  is  for  1925-26,  and  represented  total  business,  including  nondairy  business  of  dairy  cooperatives. 

c  This  figure  is  for  1954-55  and  represents  gross  value  of  dairy  products  marketed  by  all  types  of  cooperatives. 
The  total  gross  business  of  predominantly  dairy  cooperatives  was  $3,030  million,  of  which  $2,899  million  were 
from  dairy  products. 

d  Net  sales  represent  value  at  the  first  level  at  which  cooperatives  transact  business  for  farmers.  This  ex- 
cludes inter-association  business.  Net  sales  figures  were  not  available  before  1950-51.  These  data  exclude  bar- 
gaining cooperatives. 

e  "The  Marketing  and  Transportation  Situation,"  Agricultural  Marketing  Service,  U.  S.  D.  A.,  July  1957,  p.  9. 


grew  much  more  rapidly  than  their  sales 
because  they  were  becoming  more  verti- 
cally integrated  during  this  period.  Thus, 
they  required  a  greater  investment  per 
dollar  of  sales.  (During  this  period  their 
ratio  of  sales  to  assets  fell  from  5.6  to  1 
to  4.4  to  1.) 

Sales  of  the  fifth  to  eighth  largest  co- 
operatives did  not  grow  as  rapidly  as 
those  of  the  four  largest  cooperatives: 
52.3  per  cent  compared  to  68.6  per  cent. 
This  is  just  the  reverse  of  experience 
among  noncooperatives,  where  sales  of 
the  four  largest  grew  by  107.6  per  cent 
contrasted  to  149.9  per  cent  for  the  sec- 
ond four  largest.  On  the  other  hand,  the 
asset  growth  of  the  second  four  largest 
cooperatives  was  much  more  rapid  than 
that  of  the  four  largest:  208.1  per  cent 
compared  to  95.9  per  cent.  This  reflects 
the  greater  vertical  growth  of  the  smaller 
concerns  during  1945-1955. 

It  is  more  difficult  to  trace  the  com- 


bined growth  of  all  dairy  cooperatives 
than  it  is  to  follow  that  of  particular  con- 
cerns. Our  aggregate  statistics  are  some- 
what incomplete  and  not  entirely  com- 
parable over  time.  However,  we  can  gain 
some  general  impressions  from  the  data 
summarized  in  table  16  and  chart  7. 

The  data  from  1924  to  1944-1945  are 
roughly  comparable,  although  the  sta- 
tistics were  probably  less  complete  in  the 
early  years.  Beginning  in  1950-1951, 
the  method  of  reporting  cooperative  sta- 
tistics was  changed.  Dairy  cooperatives 
sales  are  now  broken  down  into  three 
categories:  gross  sales  (which  include 
inter-association  sales),  net  sales  (which 
exclude  inter-association  sales)  and  sales 
of  dairy  bargaining  associations. 

In  1954r-1955,  dairy  cooperatives  had 
gross  sales  of  $2,906,000,000,  net  sales 
of  operating  cooperatives  of  $1,382,000.- 
000,  and  sales  of  bargaining  associations 
of  $1,160,000,000. 
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Chart  7.  Retail  Value  of  All  Dairy  Products,  Gross  and  Net  Sales  of 
All  Cooperative  Dairies,  Sales  of  Dairy  Bargaining  Cooperatives,  Three 
Largest  Noncooperative  Dairies,  Three  Largest  Cooperative  Dairies,  and 
National  Dairy  Products,  Inc.,  for  Selected  Years  During  1924-55. 


10,000 


1000 


Gross  sales  of  al 
dairy  products 


Gross  sales  of  all 
dairy  cooperatives 

Sales  of  3  largest 
non-cooperatives  % 

Net  sales  of  operating 
cooperatives 

National 

Sales  of  bargaining 
cooperatives 


Sales  of  3  largest 
cooperatives  ^  y. 


1924     26     28      30     32    34     36     38    40     42     44     46     48 


—I 1 1 1        I 

52    54     56     58     60 


Source:  Table  16,  except  as  noted  in  footnotes  below. 

*  In  1924,  Borden,  Beatrice  and  Fairmont  were  largest.  In  all  other  years  National  Dairy  Products  and  Borden 
were  the  two  largest.  In  1929,  1933,  and  1937  Beatrice  was  third  largest,  in  1945  and  1950  Carnation  was  third 
largest,  and  in  1955  Foremost  was  third  largest. 

**  Dairymen's  League  and  Land  O'Lakes  were  the  two  largest  cooperatives  in  all  years.  In  1924,  1945,  and 
1955  Challenge  Cream  and  Butter  Association  was  third  largest.  In  1929,  1933,  and  1937  Chicago  Pure  Milk 
Association  was  third  largest. 


If  gross  sales  are  used  as  a  measure  of 
aggregate  dairy  cooperative  sales  (and  if 
it  is  assumed  that  the  method  of  calculat- 
ing gross  sales  during  1950-1955  is  com- 
parable with  previous  methods),  it  ap- 
pears that  dairy  cooperatives  as  a  group 
have  more  than  held  their  own  through 
the  years.  Between  1924  and  1955  the 
estimated  retail  value  of  all  dairy  prod- 
ucts increased  from  about  $2.6  billion  to 
$8,500,000,000,  an  increase  of  227  per 
cent  (table  16).  On  the  other  hand,  the 
gross  sales  of  all  dairy  cooperatives  rose 
from  $535,000,000  in  1925-1926  to 
$2,906,000,000  in  1954^1955,  an  in- 
crease of  443.2  per  cent.  This  rapid  ex- 
pansion in  aggregate  sales  was  due  to  an 
increase  in  farmers  per  association  as 
well  as  in  volume  per  farmer-member.  In 
1925-1926,  there  were  about  200  farmers 
per  association;  by  1954-1955,  there 
were  about  400  each.  During  this  period 


the  average  sales  volume  per  association 
rose  from  about  $250,000  to  about 
$1,600,000.  The  number  of  active  asso- 
ciations fell  from  2,197  in  1925-1926  to 
1,815  in  1954-1955. 

While  limitations  in  our  statistics 
necessarily  make  the  above  comparisons 
rough  (they  perhaps  exaggerate  the 
growth  of  cooperatives  somewhat) ,  they 
do  indicate  that  dairy  cooperatives  as  a 
group  have  participated  in  marketing  an 
increasing  share  of  total  dairy  products. 

Except  for  1924  to  1929,  the  gross 
sales  of  all  dairy  cooperatives  have  more 
than  kept  pace  with  the  sales  of  the  coun- 
try's three  largest  noncobperative 
dairies.  Nonetheless,  in  1954r-1955,  the 
net  sales  of  all  operating  dairy  cooperat- 
ives still  were  only  about  as  great  as  those 
of  the  country's  largest  noncobperative 
dairy  (chart  7). 


MERGER  ACTIVITY  IN  THE  DAIRY  INDUSTRY 


To  place  dairy  cooperative  mergers  in 
their  proper  perspective,  it  is  essential 
that  we  first  view  them  within  their  indus- 
trial context.  Although  the  data  on  over- 
all dairy  merger  activity  are  far  from 
complete,  it  is  clear  that  mergers  have 
been  common  in  this  industry  ever  since 
the  early  1920's.  Available  information 
on  dairy  mergers  before  1940  is  re- 
stricted almost  entirely  to  mergers  by  six 
large  noncobperative  dairies.  But  it 
should  not  be  inferred  from  this  that  only 
these  large  firms  were  engaged  in  merger 
activity  during  this  period.  For  example, 
in  1929  the  three  leading  dairy  trade 
journals  reported  693  dairy  mergers.55 
The  eight  large  noncobperatives  ac- 
counted for  279  or  about  40  per  cent  of 
the  mergers  reported  in  these  journals. 
Most  of  the  remainder  involved  small 
concerns. 


Mergers  by  Large  Noncobperative 
Dairies 

According  to  Weston's  data,  mergers 
were  largely  responsible  for  the  growth 
of  six  large  dairies  up  to  1946.58  Table  17 
summarizes  some  of  the  basic  facts  from 
Weston's  study  in  order  to  indicate  the 
importance  of  acquisitions  in  the  growth 
of  these  firms  from  1923  to  1946.57 

This  comparison  uses  total  assets  to 
indicate  firm  size,  and  measures  the  con- 
tribution of  mergers  to  growth  by  divid- 
ing total  asset  growth  during  this  period 
into  the  estimated  total  assets  of  acquired 
firms.  For  example,  if  the  total  assets  of 
all  firms  acquired  during  a  period  came 
to  $10,000,000  and  the  acquiring  com- 
pany's assets  grew  by  $20,000,000  over 
this  period,  50  per  cent  of  its  growth 
would  be  attributed  to  mergers.  This  is 
the  standard  method  of  measuring  the 

55  Based  on  an  unpublished  study  of  dairy  mergers  by  the  author. 

50  These  data  are  from  the  published  worksheets  to  J.  Fred  Weston's  study,  op.  cit. 

57  The  author  has  chosen  1946,  instead  of  1948  as  Weston  did,  as  the  terminal  year  to  avoid  some 
of  the  effects  of  the  postwar  inflation  on  their  apparent  growth.  See  below  for  a  discussion  of  this 
problem. 
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Table  17.  Number  of  Mergers,  Value  of  Mergers,  and  Contribution  of 
Mergers  to  the  Growth  of  Six  Large  Dairies  During  1923-1946 


Company 

(i) 

Period 
studied 

(2) 

Assets  in 
beginning 
of  period 

(3) 

Assets 
in  1946 

(4) 

Number  of 

acquisi- 
tions during 
period 

(5) 

Asset 
value  of 
acquired 
concerns 

(6) 

Assets  of 

acquired 

companies 

as  per  cent 

of  total 
asset  growth 

Beatrice 

1923-46 
1923-46 
1919-46 a 
1923-46 
1923-46 
1924-46 a 

(millions) 

$11.2 
60.3 
17.3 

8.1 
11.6 

9.2 

(millions) 

$  29.3 

206.2 

57.6 

24.1 

247.7 

33.2 

145 
221 

32 

2 

363 

14 

(millions) 

$  16.3 

133.1 

8.9 

2.7 

197.0 

6.3 

(per  cent) 
90.0 

Borden 

91.2 

Carnation 

Fairmont 

National 

Pet 

22.1 
16.9 
83.4 
26.2 

Total  or  average .  . 

117.7 

598.1 

777 

364.3 

76.0 

Source:  All  data  presented  here  are  from  J.  Fred  Weston,  Supplement  to  "The  Role  of  Mergers,"  Bureau 
of  Business  and  Economic  Research  (University  of  California,  Los  Angeles:  Undated)  mimeographed.  This  sup- 
plement contains  the  basic  worksheets  of  Weston's  book,  "The  Role  of  Mergers  in  the  Growth  of  Large  Firms," 
op.  cit. 

a  1923  asset  figures  not  available. 


contribution  of  mergers  to  growth.8  But 
it  should  be  emphasized  that  it  measures 
only  the  direct  impact  of  mergers  on 
growth.  It  disregards  completely  the  in- 
direct effects.  For  example,  suppose  that 
in  1923  a  business  had  assets  of  $10,000,- 
000,  and  that  in  1924  it  acquired  com- 
panies with  assets  of  $10,000,000,  thus 
doubling  its  size.  Suppose,  then,  that  in 
succeeding  years  it  grew  entirely  inter- 
nally, and  by  1946  had  assets  of  $110,- 
000,000.  According  to  this  method  of 
measuring  the  contribution  of  mergers 
to  growth,  mergers  accounted  for  only  10 
per  cent  of  its  growth,  thus  completely 
disregarding  the  indirect  effects  of  this 
merger.  In  other  words,  this  measure 
assumes  that  this  firm's  size  in  1946 
would  have  been  $100  million  had  it 
made  no  mergers.  In  fact,  of  course, 
much  of  its  growth  subsequent  to  1923 


might  have  reflected  this  early  acquisi- 
tion. This  type  of  error  may  become 
quite  substantial  if  the  terminal  date  (as 
in  this  case,  1946)  is  considerably  re- 
moved from  periods  of  heavy  merger 
activity  (in  this  case  the  late  1920's) . 

In  view  of  this  and  other  shortcomings 
of  this  method,59  estimates  made  here 
may  understate  considerably  the  contri- 
bution of  mergers  to  the  growth  of  these 
firms  between  1923  and  1946. 

Keeping  the  above  methodological 
reservations  in  mind,  let  us  look  at  the 
merger  experience  of  six  of  the  country's 
leading  noncooperative  dairy  concerns. 
All  of  these  concerns  used  mergers  in 
their  growth  during  1923-1946.  In  the 
aggregate  they  reportedly  made  777 
acquisitions  during  this  period.  Weston 
valued  the  assets  of  these  acquired  con- 
cerns at  $346,000,000,  which  was  76  per 


"8  See  discussion  of  method  in  Part  I. 

59  Another  obvious  shortcoming  is  that  it  is  difficult  to  adjust  asset  figures  for  changes  in  the 
value  of  the  dollar.  For  the  period  covered,  this  error  tends  to  understate  the  impact  of  mergers  on 
the  growth  of  large  dairies.  Another  shortcoming  is  that  the  listed  assets  of  acquired  companies 
may  be  inflated  above  their  actual  value  to  the  acquiring  company.  In  this  case  the  assets  of 
acquired  companies  are  written  down  when  consolidated  with  the  acquiring  firm.  This  type  of 
error  tends  to  overstate  the  importance  of  acquisitions  on  growth,  and  doubtless  exaggerates  the 
importance  of  mergers  to  the  growth  of  some  companies  studies  here,  especially  Borden  and 
National. 
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cent  as  great  as  the  combined  total  asset 
growth  of  the  acquiring  concerns  during 
this  period.60 

The  importance  of  mergers  to  the 
growth  of  particular  firms  varied  con- 
siderably. Whereas  mergers  accounted 
for  over  80  per  cent  of  the  growth  of 
Beatrice,  Borden,  and  National,  they 
represented  under  30  per  cent  of  the 
growth  of  Carnation,  Fairmont  and  Pet. 

The  preceding  facts  clearly  indicate 
that  up  to  1946  mergers  contributed 
significantly  to  the  growth  of  these  six 
dairies,  and  in  the  case  of  several — 
Beatrice,  Borden,  and  National — they 
played  a  dominant  part  in  growth. 
Further,  these  and  other  large  concerns 
have  made  extensive  use  of  mergers 
since  then.  According  to  the  sources  used 
in  this  study,  these  six  dairies  made  at 
least  238  acquisitions  during  1947-1955. 
Also,  during  these  postwar  years.  Fore- 
most Dairies  Inc.  grew  from  a  small  con- 
cern to  the  country's  third  largest  dairy 
company,  largely  as  a  result  of  its 
mergers.  Its  sales  grew  from  $13,000,000 
in  1945  to  $388,000,000  in  1955,  and  its 
more  than  100  acquisitions  were  directly 
responsible  for  over  two-thirds  of  this 
growth. 

It  should  not  be  inferred  from  these 
facts  that  large  dairies  have  been  doing 
all  the  merging  in  recent  years.  This  be- 
comes obvious  if  we  look  at  over-all 
merger  activity  during  the  period  1940- 
1955  inclusive. 

During  1940-1955,  there  were  at  least 
2,505   reported   mergers81   involving   co- 


operative and  noncooperative  dairy  con- 
cerns (table  18).  The  eight  largest  non- 
cooperative  dairies  made  531  mergers,  or 
about  one-fifth  of  the  total.  Other  non- 
cooperative  concerns  acquired  1463 
(58.4  per  cent) .  The  remaining  511  were 
acquired  by  cooperative  dairies:  190 
involved  mergers  among  cooperatives 
and  321  involved  acquisitions  of  non- 
cooperative  facilities  by  cooperatives. 

These  figures,  of  course,  indicate  only 
the  number  of  mergers,  not  their  size. 
Unfortunately,  data  on  the  size  of 
acquired  concerns  are  extremely  in- 
complete, except  for  mergers  involving 
cooperative  dairies.  However,  it  is  pos- 
sible that  the  value  (either  in  terms  of 
assets  or  sales)  of  firms  acquired  by  the 
large  noncooperatives  was  greater  than 
the  acquisitions  of  all  others  combined. 
For  example,  we  estimated  that  the  511 
concerns  merging  with  cooperative 
dairies  had  combined  sales  in  the  order 
of  $200,000,000.  While  this  may  seem 
an  impressive  figure,  it  is  much  less  than 
the  acquisitions  of  Foremost  Dairies 
alone  during  1940-1955.  The  concerns 
acquired  by  Foremost  during  1951-1955 
had  combined  sales  of  $342,000,000.62 

Merger  activity  by  dairies  during 
1940-1955  followed  a  distinct  pattern. 
From  a  low  of  102  in  1940,  annual 
mergers  increased  during  World  War  II 
until  they  reached  a  peak  of  around  200 
annually  in  1945  and  1946.  They  then 
declined  until  1949,  after  which  they 
have  again  risen,  though  not  to  the  highs 
of  World  War  II. 


00  Weston  was  unable  to  make  estimates  of  the  value  of  all  acquired  concerns.  This  was  true  of 
one  recorded  acquisition  by  Beatrice,  one  by  Borden,  29  by  Carnation,  and  36  by  National.  Fur- 
ther, according  to  the  author's  records  these  concerns  made  the  following  number  of  acquisitions 
during  1940-1946  which  were  not  recorded  by  Weston:  Beatrice,  30;  Borden,  57;  Carnation,  26; 
Fairmont,  10;  National,  24;  Pet,  8.  Weston  did  not  include  these  acquisitions  in  his  study  because 
it  was  based  primarily  on  mergers  reported  in  Moody's  Industrials  and  the  Commercial  and  Finan- 
cial Chronicle.  As  indicated  below,  the  author  used  other  sources  as  well.  It  should  be  emphasized, 
however,  that  Weston  probably  included  all  of  the  largest  mergers  by  these  concerns. 

01  This  figure  is  based  on  mergers  reported  in  Moody's  Industrials,  Dairy  Record,  Ice  Cream 
Review,  Milk  Plant  Monthly,  Milk  Dealer,  Southern  Dairy  Products  Review,  and  Western  Dairy 
Foods.  Acquisitions  which  apparently  involved  only  the  purchase  of  farmer-distributor  routes  were 
not  included  in  this  count. 

C2  Federal  Trade  Commission,  "Motion  and  Brief  to  Respondent's  Motion  to  Dismiss,"  In  the 
Matter  of  Foremost  Dairies,  Inc.,  Docket  #6495. 
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Table  18.  Acquisitions  of  Eight  Large  Noncooperative  Dairies,  Other 
Noncooperatives,  and  by  Cooperative  Dairies,  1940-1955 


Year 

Eight  large 
noncoop. 
dairies.* 

All  other 
noncobps.  t 

Total  by 
noncobps. 

Coops. 

merging 

with  coops. 

Coops, 
acquiring 
noncobps. 

Total  by 
coop. 

Grand  total 
by  coops.  & 
noncobps. 

1940 

12 
26 
10 
28 
35 
46 

35 
20 
8 
26 
37 

31 
40 
48 
71 
58 

77 

89 

104 

99 

105 

122 

120 
74 
89 
77 
99 

103 
88 
79 
67 
71 

89 
115 
114 
127 
140 
168 

155 

94 

97 

103 

136 

134 
128 
127 
138 
129 

4 

4 

8 

11 

11 

19 

24 
28 
20 
11 
6 

12 
8 
6 
8 

10 

9 
9 
18 
22 
21 
23 

19 
21 
17 
13 
11 

13 
28 
25 
30 

22 
20 

13 
13 
26 
33 
32 
42 

43 
49 
37 

24 
17 

25 
36 
31 
38 
32 
20 

102 

1941 

128 

1942 

140 

1943 

160 

1944 

172 

1945 

210 

1946 

198 

1947 

143 

1948 

134 

1949 

127 

1950 

1951 

153 
159 

1952 

164 

1953 

1954 

158 
176 

1955 

Unknown 

161 
20 

Total 

531 

1463 

1994 

190 

321 

511 

2505 

Source:  "Moody's  Industrials,"  "Dairy  Record,"  "Milk  Dealer,"  "Pacific  and  Western  Dairymen," 
"Southern  Dairy  Products,"  "Milk  Plant  Monthly,"  "Ice  Cream  Review,"  and  miscellaneous  sources. 

*  Arden  Farms,  Beatrice,  Borden,  Carnation,  Fairmont,  Foremost,  National,  and  Pet. 

t  This  also  includes  72  acquisitions  by  non-dairy  concerns:  28  by  meat  packers,  33  by  food  retailers  and 
wholesalers,  and  11  by  others. 


There  were  both  similarities  arid  dif- 
ferences in  the  trend  of  mergers  by  dif- 
ferent types  and  sizes  of  dairy  concerns. 
Significantly,  all  but  one  of  the  four 
merger  series  in  table  18  reached  a  high 
point  in  1945.  The  exception  is  the  series 
of  mergers  among  dairy  cooperatives, 
which  did  not  peak  until  1947. 

During  1947  and  1949,  over-all  merger 
activity  by  noncooperatives  fell  off  to  its 
lowest  level  since  1940.  But  since  then  it 
has  risen  again,  although  not  to  World 
War  II  levels.  However,  it  is  significant 
that  mergers  by  small  noncooperatives  in 

1954  and  1955  were  at  their  lowest  point 
since  1940,  while  large  noncooperatives 
reached  their  all-time  high  (for  the  1940- 

1955  period)  in  these  years. 

Mergers  involving  cooperative  dairies 
followed   a   somewhat   different   pattern 


from  that  of  noncooperatives.  As  already 
mentioned,  mergers  among  cooperative 
dairies  did  not  reach  a  peak  until  1947. 
Since  then,  they  have  averaged  about 
nine  annually.  Cooperative  dairy  acquisi- 
tions of  noncooperatives  have  followed 
roughly  the  pattern  of  acquisitions  by 
large  noncooperative  dairies;  in  fact  they 
peaked  in  1945  and  reached  a  new  high  in 
1954.  This  was  roughly  the  pattern  fol- 
lowed by  large  noncooperative  dairies. 

Basic  Factors  Underlying 
Dairy  Mergers 

Our  task  here  is  not  to  analyze  in  de- 
tail over-all  merger  activity  in  the  entire 
dairy  industry.  Nonetheless,  let  us  look 
briefly  at  some  of  the  fundamental  factors 
underlying  merger  activity  in  this  indus- 
try. Basic  to  an  understanding  of  merger 
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motives  is  knowledge  of  industrial  struc- 
ture and  certain  technological  factors 
tending  to  disrupt  this  structure. 

The  dairy  industry  falls  into  two  broad 
categories — fluid  milk  and  manufactured 
dairy  products.  The  manufactured  prod- 
ucts segment  of  the  industry  is  essentially 
a  national  or  regional  market  on  the  sell- 
ing side;  e.g.,  cheese  factories  in  Wash- 
ington and  Oregon  may  compete  with 
those  from  Wisconsin  and  New  York  in 
some  markets.  However,  on  the  buying 
side,  such  factories  are  usually  in  com- 
petition with  relatively  few  other  firms 
in  a  particular  locality.  Such  oligopsonis- 
tic  markets  exist  because  the  perishable 
and  bulky  nature  of  the  raw  product 
limits  the  distance  which  farmers  may 
ship  it. 

Fluid  milk  markets  characteristically 
are  composed  of  relatively  few  distribu- 
tors. Commonly,  the  three  largest  firms 
supply  over  half  of  a  city's  require- 
ments.63 The  remainder  is  supplied  by  a 
fringe  of  smaller  distributors.  Farmers 
supplying  milk  for  fluid  use  characteris- 
tically sell  to  distributors  in  their  imme- 
diate region.  Again,  it  is  the  bulky  and 
perishable  nature  of  the  product  (some- 
times augmented  by  artificial  barriers) 
which  causes  such  a  market  structure. 

Most  manufactured  dairy  products 
and  fluid  milk  firms  (usually  fluid  milk 
firms  also  handle  some  manufactured 
products)  have  strong  incentives  to 
grow.  Many  were  organized  when  trans- 
portation facilities  were  primitive  and 
manufacturing  economies  of  scale  less 
pronounced.  Consequently,  today  many 
are  still  much  smaller  than  present  eco- 
nomic conditions  dictate  and  modern 
transportation  facilities  permit.  Also, 
commonly  rival  manufacturing  and  fluid 
milk  firms  have  unnecessarily  high  pro- 
curement costs  because  of  overlapping 
procurement  routes.  Rival  fluid  milk  dis- 


tributors often  suffer  from  even  greater 
overlapping  of  their  home  and  wholesale 
delivery  routes. 

Firms  operating  under  these  circum- 
stances have  strong  incentives  to  grow 
in  order  to  operate  their  plants  nearer 
optimum  size  and  to  concentrate  their 
distribution  and  procurement  routes  in 
order  to  cut  these  costs.  Such  motives  for 
growth  have  intensified  as  the  optimum 
size  of  processing  and  distribution  units 
has  increased  and  as  transportation  fa- 
cilities have  improved.  But  because  dairy 
firms  are  not  operating  in  perfectly  com- 
petitive markets  their  adjustment  to 
larger-scale  operations  through  internal 
expansion  often  is  very  difficult.  For  if 
one  firm  tries  to  expand  by  paying 
producers  slightly  higher  than  market 
prices,  his  rivals  will  simply  meet  his 
price  and  little  or  no  shift  in  farmers 
may  result.64  This  limits  competition  for 
suppliers  (and  customers)  mainly  to 
nonprice  competition  among  processors. 
But  here  too  the  growing  firm  is  met  by 
the  nonprice  competition  of  rivals.  Under 
these  circumstances,  growth  by  merger 
often  becomes  a  more  attractive  growth 
route  than  the  road  of  internal  expan- 
sion. By  buying  a  rival,  the  buyer  can 
increase  its  volume  without  setting  off 
"price  (or  nonprice)  wars"  which  com- 
monly occur  when  one  firm  tries  to  grow 
too  aggressively  at  the  expense  of  others. 

These  factors  have  tended  to  make 
merger  the  most  desirable  (and  at  times 
the  only)  method  of  rapid  growth  in  the 
dairy  industry.  In  recent  years,  however, 
a  variety  of  other  factors  has  given  added 
impetus  to  dairy  mergers.  One  such 
factor  was  the  development  of  the  paper 
milk  carton.  The  technology  of  this 
method  of  bottling  demands  a  volume 
much  greater  than  many  small  distribu- 
tors enjoy.  This  has  forced  many  small 
firms  to  sell  out  or  to  merge  with  other 


63  See  D.  A.  Clarke,  Jr.,  "Milk  Delivery  Costs  and  Volume  Pricing  Procedures  in  California," 
Calif.  Expt.  Sta.  Bui.  757,  December,  1956,  pp.  5-6. 

64  See  Robert  L.  Clodius,  D.  F.  Fienup,  and  R.  L.  Kristjanson,  "Procurement  Policies  and  Prac- 
tices of  a  Selected  Group  of  Dairy  Processing  Firms,"  Part  I,  Res.  Bui.  193,  Jan.  1956,  and  Part 
II,  Res.  Bui.  199,  Feb.  1957,  Wis.  Agr.  Expt.  Sta. 
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small  firms  to  become  large  enough  to 
take  advantage  of  this  technological 
development. 

Another  important  factor  tending  to 
encourage  small  firms  to  merge  with 
others  has  been  the  rise  of  large  retail 
chains  and  the  accompanying  change  by 
consumers  from  home  to  store  milk  pur- 
chases. (Today  less  than  half  of  the  milk 
in  most  communities  is  home  delivered.) 
The  customary  merchandising  policy  of 
chains  is  to  handle  only  a  few  brands  of 
each  product — in  the  case  of  milk  some- 
times only  one.  Since  in  most  communi- 
ties it  is  impossible  for  more  than  a  few 
dairies  to  get  shelf  space  in  chains,  others 
must  develop  adequate  home  delivery 
routes — often  this  too  requires  merger — 
or  sell  out. 

All  of  the  above  general  factors  have 
played  their  parts  in  the  continuing 
merger  activity  in  the  dairy  industry. 
However,  they  offer  only  a  partial  ex- 
planation. A  variety  of  special  factors 
accounts  for  the  extent  of  merger  activity 
at  particular  times.  The  accelerated 
merger  activity  of  World  War  II  is  an 
outstanding  example.  During  this  period 
wartime  conditions  gave  an  added 
impetus  to  dairy  mergers.  Tire,  gasoline, 
and  truck  shortages  encouraged  milk 
distributors  to  merge  in  order  to  elimi- 
nate overlapping  distribution  routes. 
Personnel  shortages  had  a  similar  effect. 
These  same   factors   encouraged  manu- 


factured milk  product  concerns  to  elimi- 
nate overlapping  in  the  procurement  of 
supplies.  Shortages  of  plant  management 
and  other  personnel  also  often  stimulated 
small  dairy  concerns  to  sell  out  or  merge 
with  others.  (The  dairy  trade  journals 
often  gave  these  explanations  for  mergers 
during  the  war.) 

Another  factor  stimulating  mergers 
during  the  war  was  the  desire  by  food 
distributors  to  secure  assured  sources  of 
supply  for  milk  products  because  of  the 
acute  shortages  of  wartime.  One  way  of 
accomplishing  this  was  to  acquire  their 
own  outlets.  And  many  did  just  this.6' 
For  example,  of  the  61  dairy  concerns 
reportedly  acquired  by  food  distributors 
and  meat  packers  during  1940-1955,  34 
were  acquired  during  1942-1946. 

Other  general  factors  doubtless  have 
conditioned  over-all  dairy  mergers  in  the 
past.  Unquestionably,  some  firms  have 
sought  to  decrease  competition  in  par- 
ticular markets  through  merging  with 
rivals.  And  perhaps  much  of  the  merger 
activity  of  some  firms  can  be  explained 
only  by  the  visions  of  empire  of  their 
management.  But,  in  spite  of  the  impor- 
tance of  these  and  other  factors,  and  al- 
though the  effect  of  mergers  may  have 
been  to  decrease  competition  in  some 
markets,  the  dominant  factors  encourag- 
ing dairy  mergers  seem  to  be  the  market 
and  technological  factors  discussed 
above. 


MERGER  EXPERIENCE  OF  LARGE  COOPERATIVE 
DAIRIES,  1946-1955 


Introduction 

Information  received  from  a  survey  of 
large06  cooperative  dairies  permits  a  more 
complete  analysis  of  merger  activity  than 
was  possible  on  the  basis  of  secondary 


data  used  thus  far.  This  survey  included 
all  cooperative  dairies,  excluding  strictly 
bargaining  associations  (that  is,  those 
with  no  plant  facilities)  believed  to  have 
had  sales  of  $1,000,000  in  1950.67  This 


or'  See  Dairy  Record,  Dec.  26, 1945,  p.  20. 

m  Large  cooperatives  are  defined  here  as  those  with  sales  exceeding  $1,000,000  in  1950. 

"7  See  Appendix  A  for  a  discussion  of  the  procedures  used  in  obtaining  these  data.  As  noted  in 
table  19,  twenty  of  these  had  sales  under  $1,000,000  in  1945.  However,  after  adjustment  for 
changes  in  wholesale  dairy  prices  between  1945  and  1950,  most  of  these  had  sales  exceeding 
$1,000,000  in  1950. 
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Table  19.  Number  of  Cooperative  and  Noncobperative  Dairies  Acquired 
by  102  Cooperatives  of  Various  Size,  1946—55 


Sales  of  acquiring 

Number 

in 
sample 

Number 

not 
merging 

Number 
merging 

No.  of 

coops. 

acquired 

No.  of 
non- 
coops, 
acquired 

Total 
coops.  & 

non- 
coops, 
acquired 

Average  number  acquired 
per  coop,  of  this  size 

cooperatives  in  1945 

Coop. 

Non- 
coop. 

Both 
types 

($1,000) 

400-      999 

1,000-  4,999 

5,000-  9,999 

10,000-19,999 

20,000-99,999 

20 

61 

8 

9 

4 

9 
40 
6 
3 
0 

11 

21 

2 

6 

4 

14 

14 

1 

5 

1 

6 
37 

7 
13 

24 

87 

20 
51 
8 
18 
25 

.7 
.2 
.1 
.5 
.3 

.3 

.3 

.6 

.9 

1.5 

6.0 

.9 

1.0 
.8 
1.0 
2.0 
6.3 

All  sizes 

102 

58 

44 

35 

122 

1.2 

universe  is  estimated  to  have  consisted  of 
192  concerns  having  sales  of  $1,155,- 
000,000  in  1950.  This  was  56  per  cent  of 
the  gross  sales  of  the  2,008  dairy  co- 
operatives reportedly  operating  in  1950. 
Completed  questionnaires  were  re- 
turned by  102  of  these  concerns;  six 
others  were  returned  with  the  notation 
that  the  addressees  had  discontinued 
business  by  merging  with  other  concerns. 

Summary  of  Merger  Experiences 

Number  of  Mergers.  Table  19  gives 
a  breakdown  of  the  merger  experience  of 
the  102  responding  cooperatives:  44  re- 
ported that  they  had  acquired  other  co- 
operatives and/or  noncooperatives  and 
58  reported  that  they  made  no  mergers 
during  1946-1955.  If  we  include  the  six 
cooperatives  which  had  discontinued 
business  during  1946-1955  because  of 
mergers,  50  used  mergers  in  their  growth 
and  58  did  not.  Furthermore,  two  co- 
operatives which  reported  making  no 
acquisitions  are  known  to  have  acquired 
several  concerns.88  Thus  nearly  half  of 
the  cooperatives  sampled  used  mergers 
during  1946-1955. 

The  44  cooperatives  reporting  acquisi- 
tions acquired  122  concerns;  35  of  these 
were  cooperatives  and  87  were  nonco- 
operatives. 


The  extent  of  merger  activity  per  asso- 
ciation varied  considerably  according  to 
the  size  of  acquiring  cooperatives.  All  co- 
operatives with  sales  in  1945  of  over 
$20,000,000  made  at  least  one  merger 
and  six  of  the  nine  with  sales  between 
$10,000,000  and  $20,000,000  made 
acquisitions.  On  the  other  hand,  34  (38.2 
per  cent)  of  the  89  with  sales  in  1945 
of  between  $400,000  and  $10,000,000 
made  mergers.  Those  with  sales  under 
$1,000,000  in  1946  used  mergers  more 
often  than  those  with  sales  between 
$1,000,000  and  $10,000,000. 

Another  interesting  relationship  is 
that  between  the  size  of  the  acquiring 
concern  and  the  type  of  concern 
acquired.  Whereas  those  with  sales  under 
$1,000,000  were  most  inclined  to  merge 
with  other  cooperatives,  averaging  .7 
each  compared  to  .3  each  for  all  sizes, 
cooperatives  of  all  other  size  classes  were 
most  prone  to  acquire  noncooperatives, 
averaging  1  each  compared  to  .3  each  for 
those  in  the  smallest  size  class. 

This  difference  is  due  to  the  fact  that 
the  smallest  associations  were  concerned 
mainly  with  horizontal  expansion;  this 
could  be  accomplished  most  easily 
through  merging  with  other  cooperatives. 
Larger  cooperatives,  on  the  other  hand, 
were  usually  interested  mainly  in  using 


See  Appendix  B  for  a  discussion  of  the  accuracy  of  responses  to  the  questionnaires. 
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Table  20.  Number  of  Dairy  Cooperatives  Acquiring  Various  Numbers  of 

Cooperative  and  Noncooperative  Dairies,  1946-1955 

(102  Large  Cooperatives) 


Number  of  concerns  acquired 

I 

Coops,  acquiring 

various  numbers 

of  other  coops. 

II 

Coops,  acquiring 

various  numbers 

of  noncoops. 

III 

Coops,  acquiring 
various  numbers  of 
coops,  and  noncoops. 

0 

1 

2 

82 
12 
3 
4 
0 
0 
1 
0 

70 
13 
11 
1 
3 
1 
2 
1 

58 

19 

8 

3 

4 

7 
3 

5 

6-10 

Over  10 

2 

4 

1 

Total  acquired 

35 

87 

122 

mergers  as  a  means  of  achieving  greater 
vertical  integration  into  distribution. 
This  is  especially  true  of  centrals  of 
federated  sales  associations  whose  hori- 
zontal size  depends  mainly  upon  the 
growth  of  existing  locals  or  by  the 
addition  of  new  locals,  rather  than  on 
complete  mergers  with  other  sales  asso- 
ciations. 

Number  of  Mergers  Per  Acquir- 
ing Cooperative.  Twenty  of  the  102 
cooperatives  studied  merged  with  other 
cooperatives  during  1946-1955  (table 
20,  part  1).  Twelve  of  the  20  merged 
with  only  one  such  concern;  only  eight 
made  multiple  mergers  with  cooperatives, 
and  only  one  made  over  three  such 
mergers. 

Thirty-two  of  the  cooperatives  studied 
acquired  noncooperatives  during  1946- 
1955  (table  20,  part  II).  About  60  per 
cent  of  the  cooperatives  acquiring  non- 
cooperatives  purchased  two  or  more; 
and  eight  (25  per  cent)  acquired  three  or 
more. 

Forty-four  of  the  cooperatives  in  our 
sample  merged  with  at  least  one  coopera- 
tive and/or  noncooperative.  Nineteen 
merged  with  only  one  cooperative  or 
noncooperative  and  25  merged  with  two 
or  more  concerns. 

The    preceding    breakdown    indicates 


that  not  only  did  a  high  percentage  of 
the  cooperative  in  our  sample  use 
mergers  in  their  growth  during  this 
period,  but  most  of  the  acquiring  con- 
cerns made  multiple  mergers. 

Nature  of  Acquired  Concerns.  All 
but  four  of  the  acquired  cooperatives 
which  we  can  identify  by  products,  made 
manufactured  products.  The  four  excep- 
tions were  fluid  distributors  (table  21). 

On  the  other  hand,  nearly  all  of  the 
acquired  noncooperatives  were  either 
fluid  milk  or  ice  cream  concerns.  Only 
five  such  mergers  were  with  manufac- 
tured product  concerns.  One  acquisition 
involved  a  small  noncooperative  poultry 
and  egg  business. 

This  striking  difference  in  the  nature 
of  acquired  cooperative  and  noncoopera- 
tive concerns  suggests  that  when  coop- 
eratives were  interested  in  integrating 
(through  mergers)  into  fluid  milk  dis- 
tribution or  ice  cream  they  most  often 
acquired  noncooperatives;  but  when 
they  wanted  to  expand  horizontally  in 
manufacturing  they  emerged  with  other 
cooperatives. 

The  main  reason  for  this  difference, 
of  course,  is  that  there  are  more  oppor- 
tunities for  merging  with  noncooperative 
fluid  milk  and  ice  cream  distributors 
than    with    cooperative    ones    because 
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Table  21.  Nature  of  122  Cooper- 
atives and  Noncooperatives  Ac- 
quired by  44  Cooperatives  During 
1946-55 


Products  handled 

Acquired 
cooperatives 

Acquired 
nonco- 
operatives 

Fluid  only,  and  Fluid 
and  Manufactured 
Products 

4 
0 

10 
5 

10 
6 
0 

35 

61 

Ice  cream  only 

Butter  only 

10 
5 

Cheese  only 

Other  manufactured . 

Not  identified 

Nondairy 

Total 

0 

0 

10 

1 

87 

there  are  relatively  fewer  cooperatives  in 
these  fields.  Thus  to  grow  into  these 
fields  by  mergers,  cooperatives  often 
must  acquire  a  noncooperative. 

Years  of  Acquisitions.  The  44  co- 
operatives in  our  sample  reporting 
mergers  made  acquisitions  in  every  year 
during  1946-1955.  Mergers  with  coop- 
eratives reached  a  peak  in  1946  and 
followed  an  irregular  pattern  thereafter 
(table  22). 

Acquisitions  of  noncooperatives  gen- 
erally declined  from  1946-1951,  there- 
after increasing  until  they  reached  a  peak 
of  16  in  1954. 

Interestingly,  the  merger  activity  of 
the  acquiring  cooperatives  in  our  sample 
followed  roughly  the  pattern  of  mergers 
by  large  noncooperatives  during  this 
period  (table  18) .  Mergers  by  large  non- 
cooperatives  declined  from  35  in  1946 
to  eight  in  1948;  mergers  by  the  coopera- 
tives in  our  sample  declined  from  20  in 
1946  to  five  in  1949;  thereafter  mergers 
by  both  large  noncooperatives  and  coop- 


eratives followed  an  upward  trend  reach- 
ing a  high  in  1954  and  1955. 

Size  of  Acquired  Concerns.69  Over 
50  per  cent  of  the  acquired  cooperatives 
had  sales  under  $500,000  and  only  two 
had  sales  of  between  $5  and  $10,000,000 
(table  23).  Acquired  noncooperatives, 
on  the  average,  were  even  smaller  than 
acquired  cooperatives:  88.5  per  cent  of 
those  on  which  we  have  date  had  sales 
under  $1,000,000  and  only  two  (2.2 
per  cent)  had  sales  between  $5  and 
$10,000,000. 

Table  22.  Years  in  which  44  Co- 
operatives Merged  with  Other 
Cooperatives  and  Acquired  Nonco- 
operative Dairies,   1946-1955 


Year 

Mergers 
with  co- 
operatives 

Mergers 

with 
nonco- 
operatives 

Total  co- 
operatives 
and  nonco- 
operatives 

1946 

1947 

11 
2 
5 
1 
2 
3 
2 
4 
1 
4 

35 

9 

8 

7 

4 

6 

3 

10 

11 

16 

13 

87 

20 
10 

1948 

1949 

1950 

12 
5 
8 

1951 

6 

1952 

1953 

12 
15 

1954 

17 

1955 

17 

Total  acquired 

122 

The  assets  of  most  acquired  concerns 
were  also  very  small.  All  but  one  of 
the  acquired  cooperatives  had  assets 
under  $1,000,000  and  all  but  three 
acquired  noncooperatives  had  assets 
under  $1,000,000. 

The  35  acquired  cooperatives  and  87 
acquired  noncooperatives  had  combined 
sales  of  $93,756,000  and  assets  of 
$24,351, 000.70 


69  In  some  cases  only  sales  or  asset  data  were  given.  In  these  cases  the  author  applied  a  ratio  of 
$3.5  of  sales  to  each  $1  of  assets  in  estimating  the  missing  data.  In  some  cases  where  no  sales  or 
assets  data  on  acquired  concerns  were  given  it  was  possible  to  get  this  information  from  other 
sources. 

70  The  one  acquired  cooperative  and  17  acquired  noncooperatives  on  which  we  have  no  size  data 
were  assumed  to  have  sales  of  $350,000  each  and  assets  of  $100,000  each. 
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Table  23.  Size  (Measured  by  Sales  and  Assets)  of  Cooperatives  and 
Noncooperatives  Acquired  by  44  Cooperatives,  1946-55 


Sales  of : 

Assets  of: 

Acquired 
cooperatives 

Acquired 
noncooperatives 

Acquired 
cooperatives 

Acquired 
noncooperatives 

Size  not  given        

1 
3 
7 
8 
5 
8 
1 
2 

35 

17 

7 

19 

23 

11 

6 

2 

2 

87 

1 
17 
10 
3 
3 
1 
0 
0 

35 

17 

0-     99 

33 

100-    249       

26 

250-    499 

7 

500-   999 

1 

1,000-2,499 

1 

2,500-4,999 

2 

5,000-9,999 

0 

Total 

87 

Acquired  cooperatives  usually  (67.5 
per  cent)  had  a  membership  of  under  250 
members  (table  24).  Only  two  associa- 
tions had  over  1,000  members  when 
merging.  The  acquired  cooperatives 
had  a  combined  membership  of  8,860 
farmers. 

Cooperatives  Considering  But 
Not  Carrying  Out  Mergers 

It  is  significant  that  a  fair  percentage 
of  the  cooperatives  not  actually  merging 
during  1946-1955  also  had  considered 
using  this  method  of  growth.  Of  the  58 
nonmerging  cooperatives,  12  (20.6  per 
cent  of  those  answering  this  question) 
reported  that  since  1945  they  had  con- 
sidered merging  with  other  cooperatives 
but  for  one  reason  or  another  did  not 
carry  out  the  merger:  six  (10.3  per  cent 
of  those  answering  the  question)  re- 
ported that  they  had  considered  purchas- 
ing noncobperative  concerns  but  had  not 
done  so.71 

An  even  higher  percentage  of  those 
cooperatives  actually  making  one  or  more 
mergers  during  1946-1955  made  merger 
inquiries  that  failed  to  materialize.  Four- 
teen (38  per  cent  of  those  responding  to 


this  question)  reported  that  they  had 
considered  merging  with  other  coopera- 
tives but  had  not  carried  out  the  merger; 
fifteen  (42  per  cent  of  those  responding 
to  this  question)  reported  similar  ex- 
periences with  noncooperatives. 

This  experience  indicates  that  interest 
in  mergers  as  a  method  of  growth  is  con- 
siderably more  widespread  than  the 
numbers  of  actual  mergers  might  suggest. 
Of  course,  these  data  simply  give  the 
number  of  cooperatives  involved  in  un- 
successful merger  negotiations,  not  the 
number  of  such  experiences.  Some  of  the 
cooperatives  reporting  a  failure  to  carry 
out  mergers  are  known  to  have  made 
quite  a  number  of  unsuccessful  merger 
attempts. 

The  data  are  especially  instructive  in 
the  case  of  those  cooperatives  not  making 
mergers  during  1946-1955.  They  indi- 
cate that  a  number  of  these  cooperatives 
were  actively  interested  in  merging  even 
though  they  were  unable  to  do  so. 
Furthermore,  of  the  58  cooperatives  not 
merging  during  1946-1955,  three  re- 
ported making  mergers  during  1945  and 
two  during  the  first  half  of  1956.72 


71  These  were  responses  to  the  questions:  1)  Have  you  ever  considered  consolidating  with  other 
cooperatives  since  1945  but  for  one  reason  or  another  not  done  so?  2)  Have  you  ever  considered 
purchasing  any  noncobperative  concern  since  1945  but  for  one  reason  or  another  not  done  so? 

72  The  questionnaires  were  sent  during  the  last  half  of  1956  and  asked  for  mergers  since  1945. 
However,  the  above  cooperatives  reported  their  1945  merger  experience  and  their  1956  mergers 
previous  to  receiving  the  questionnaire. 
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Table  24.  Size  (as  Measured  by 
Members)  Distribution  of  Acquired 
Cooperatives,  1936-55 


Number  of  members 

Number  of 

cooperatives 

acquired 

Not  given 

0-  49 

1 
5 

50-99 

7 

100-249 

12 

250-499   

3 

500-749 

5 

750-999 

1000  and  over 

2 
2 

Total 

37 

Effect  of  Mergers  on  Growth 

As  discussed  above,  measurement  of 
the  role  of  mergers  in  growth  always  is 
rough  at  best.  But,  fortunately,  the  data 
permit  more  precise  and  statistically  sig- 
nificant quantitative  measurements  than 
has  been  possible  in  other  merger 
studies,73  because  first,  the  data  provides 
a  sufficiently  large  sample  of  merging  and 
nonmerging  firms,  and  second,  it  is  pos- 


sible to  classify  these  firms  according  to 
fairly  narrow  industry  classifications, 
thus  excluding  some  of  the  important 
nonmerger  factors  causing  firms  to  grow 
at  varying  rates. 

There  are  four  different  types  of  co- 
operative  organizations   in   the   sample: 

1)  centralized  or  regional  associations 
which  processed  and  marketed  their 
members' products ;  2)  local  associations 
which  processed  their  members'  milk  but 
marketed  part  or  all  of  their  output 
through  a  central  sales  agency  of  a  fed- 
eration of  dairy  cooperatives;  3)  central 
sales  agencies  of  federations  of  coopera- 
tives which  marketed  their  members' 
(i.e.,  local  associations')  products; 
4)  centralized  type  cooperatives  which 
acted  as  bargaining  agents  in  the  sale  of 
part  of  their  members'  milk  but  also 
owned  some  manufacturing  and/or  fluid 
milk  distribution  facilities. 

Types  1  and  2,  above,  were  further 
sub-divided  between  those  which  1 )  mar- 
keted only  manufactured  products  and 

2)  marketed  manufactured  and  fluid  milk 
products. 


ROLE  OF  MERGERS  IN  THE  GROWTH  OF  CENTRALS 
OF  FEDERATED  COOPERATIVES 


There  are  basic  differences  between  fac- 
tors affecting  the  size  and  growth  of 
centrals  of  federations  of  cooperatives 
and  other  types  of  cooperatives.  Their 
size  depends  largely  on  the  number  and 
growth  of  the  local  associations  for  whom 
they  sell.  Consequently,  direct  compari- 
sons of  their  growth  with  that  of  other 
types  of  cooperatives  are  unwarranted. 
There  were  only  six  centrals  of  fed- 
erated type  cooperatives  in  the  sample. 


All  but  one  of  these  made  mergers.  Be- 
cause the  sample  of  such  associations  is 
so  small,  it  is  not  possible  to  make  statis- 
tically significant  comparisons  between 
the  growth  rates  of  merging  and  non- 
merging  cooperatives  of  this  type. 

However,  mergers  did  play  an  impor- 
tant role  in  the  growth  of  some  of  these 
associations.  The  five  using  mergers  ac- 
quired one  cooperative  and  10  noncoop- 
erative  concern  during  1946-1955. 


73  For  example,  Edgar  Edwards  includes  only  six  chemical  concerns  in  his  study  of  the  impact 
of  mergers  on  growth.  Furthermore,  these  concerns  actually  produced  many  different  products  and 
consequently,  strictly  speaking,  were  not  in  the  same  industry.  Edgar  Edwards,  "Studies  of  the 
Growth  of  Large  Firms,"  unpublished  Ph.D.  dissertation,  John  Hopkins  University,  1950.  J.  Fred 
Weston's  study  included  74  large  firms  in  22  different  industries.  Of  course,  his  task  was  different 
from  the  one  undertaken  here.  First,  he  was  concerned  only  with  large  firms,  and  second,  he  was 
concerned  with  the  extent  of  mergers  throughout  the  industrial  economy,  not  with  mergers  in  a 
particular  industry.  Weston,  op.  cit.  The  Federal  Trade  Commission's  merger  studies  have  dealt 
only  with  the  growth  of  merging  concerns,  not  with  that  of  nonmerging  ones. 


[49] 


0> 

#C 

"E 

3 
Q 

in 

o 
#> 

"£ 

0 

u 

o 

a 

:0 

O 

u 

1 

Z    00     §> 
-O    00     > 

.£    1:8" 

s«S.-g 

o  S  o 

w    O    a. 

x  •£   o 

♦■    «  TJ 

£     C     <D 

*-  .5  - 

0)   *£    0 

in 

■5-B.2 

I  a  * 

O      Q      «A 

;u< 
<  rf 

O   O" 

c  ■" 
o 
.12 
*C 

s 
a 

E 

o 
u 

• 

m 
ci 

o 

3 
0 


-»—  * 

* 

* 

* 

IO    rH 

IC 

o 

rH 

*1 

d  th 

05 

o> 

CM 

*s 

<N    CO 

■^ 

CO 

"^ 

co  ho'^3 

rH    rH 

iH 

iH 

i-t 

tD^ie 

e*  2  S 

in 
J, 

«-  p  © 

^*  P   O 

C.2 

■•*  p 
6B 

iH  in 

CO 

fr- 

CO 

■* 

CN    <M 

■«* 

IO 

0> 
rH 

CO 

"   CO 

H—  # 

* 

* 

# 

CO 

CO    Oi 

CO 

q 

00 

CO 

eS 

^       © 

S| 

<n  d 

rA 

CS 

Tli 

a 

© 
CO 

C8 

CO 

o 

°  ho> 

fcg 

rH  a 

t- 

o 

i-i 

©  fl-fi 

eg   rr  M 

K  ©  • 

Is! 

<    8 

£-    CO 

^ 

CO 

"* 

fl.2 

If 

lO    00 

CO 

CM 

IO 

P 

© 

tH 

CM 

iH 

CO 

ho 

P 

CO 

o 
h 

■s    s 

o  co 

CM 

T- 

CM* 

£ 

°     > 

P4  S 

lo  in 

m 

«tf 

IO 

©      -J3 

CM    CN 

OJ 

CM 

CM 

B  ■  © 

©         Pi 

<      o 
o 

-P4  p, 

"    CO 

CO    CO 

o: 

OS 

00 

<N   ^ 

CO 

iH 

00 

*     * 

* 

++          ■# 

a>  -t 

CO 

iH 

oo 

fcP 

c< 

CO 

s 

CO 

©  bD'X3 

t-i 

SajD  »r;  oS 

rt  a 

©  2  p. 

in 
in 

■sii 

as 

Si 

tH    Ifl 

CO 

l> 

CO 

J, 

CM   CM 

*l 

IO 

OS 

~ 

*     * 

* 

+H 

t-       * 

CO 

co  «* 

CM 

c- 

CO 

13 

=»i 

gp 

-*    C5 

CO 

CO 

c* 

CO 

*  g 

CO    tH 

CO 

IC 

CM 

.s 

co 

CO 

cc3 

CO 

1-4 

o 

©  C-J3 

Si! 

<*    CM 

« 

rH 

CM 

a  .8 
—  p, 

"    CO 

lO    00 

CO 

<N 

IO 

p 

T- 

05 

rH 

CO 

p 

co 

o 

h 

CO    t- 

CO 

r- 

q 

CO 

CO 

«-.      © 

SSP 

CM    Ifl 

o 

l> 

CM 

o        t> 

P4  g 

CM    CO 

CO 

CO 

CO 

i-\    iH 

•H 

l-{ 

rH 

""—Is 
g     p. 

5   g 

«.2 

,M  P. 

6  a 

CO    CO 

<J5 

Oi 

00 

CM    <«* 

CO 

1-i 

00 

2z  «* 

"   CO 

T3 
o3 

H 

5s 

73 

•3 

o 

o 

E 

as 

o  P. 
tJ:o 

■o 

i 

a  1 

eS 

S.S 

§s 

>, 

<t> 

Si 

fit 

"3  ^ 
°  ^ 

03 

1? 

1  § 

o  *: 

1.2  E 

"2  "S 

boCJ 

"c" 

CO     n 

111 

'a  ^ 

o 
Eh 

!3    « 

S 

E 

w 

«3 

pq 

©  ©  p 
>  >  © 
©  ©  © 


iiis 


[50] 


The  acquired  concerns  had  combined 
assets  of  $5,300,000  and  sales  of  $19,- 
500,000.  The  sales  of  acquired  concerns 
were  23  per  cent  as  great  as  the  net  sales 
growth  during  1945-1955  of  the  acquir- 
ing cooperatives,  and  the  assets  of  the 
acquired  concerns  22  per  cent  as  great 
as  the  net  asset  growth  of  the  acquiring 
cooperatives  during  1946-1955. 

These  acquisitions  were  made  mainly 
to  achieve  greater  vertical  integration 
into  fluid  milk  and  ice  cream.  (An  indi- 
cation of  the  greater  degree  of  vertical 
integration  is  the  fact  that  between  1945 
and  1955  the  ratio  of  sales  to  assets  of 
these  five  associations  fell  from  4.8  to  1 
to  3.9  to  1.)  We  can  only  speculate  as  to 
the  effects  of  this  increased  integration 
on  the  growth  of  these  associations  be- 
cause we  do  not  know  how  they  would 
have  fared  had  they  not  used  mergers, 
and  because  we  have  no  basis  for  com- 
parison with  nonmerging  centrals  of 
federations.  However,  insofar  as  this  in- 
reased  integration  increased  the  earn- 
ings of  these  cooperatives,  it  contributed 
o  the  growth  of  local  associations  and 
influenced  the  number  of  associations 
desiring  to  affiliate  with  these  federations. 

Role  of  Mergers  in  the  Growth  of 
Centralized  and  Local  Associations 

The  sample  includes  assets,  sales,  and 
merger  data  on  88  centralized,  local,  and 
bargaining  associations  which  also 
manufactured  and  marketed  some  of  their 
own  products. 

For  purposes  of  comparing  the 
growth  rates  of  merging  and  nonmerg- 
ing cooperatives,  we  have  combined  the 
centralized  associations  which  did  no 
bargaining  for  members  and  local  asso- 
ciations which  sold  some  or  all  of  their 
products  through  sales  federations.  This 
was  done  because :  1 )  many  of  the  asso- 
ciations classified  as  locals  of  sales  fed- 
erations have  developed  their  own  market 
outlets  for  part  of  their  output,  and  2) 
some  associations  classified  as  centralized 
associations  actually  sell  some  of  their 
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manufactured  products  through  sales 
federations.  Consequently,  the  difference 
between  associations  of  these  types, 
especially  when  they  are  quite  large  as 
they  are  in  the  sample,  often  is  more  ap- 
parent than  real.  Furthermore,  the  ex- 
tent of  merger  experience  of  cooperatives 
in  these  two  classifications  was  not  sig- 
nificantly different.  Seven  (37  per  cent) 
of  the  19  associations  classified  as  local 
associations  and  16  (32  per  cent)  of  the 
50  classified  as  centralized  associations 
made  mergers. 

Centralized  associations  which  bargain 
for  the  sale  of  part  of  their  members' 
milk  are  considered  separately  below  be- 
cause they  are  significantly  different 
types  of  associations. 

Table  25  compares  the  sales  and  asset 
growth  of  23  merging  and  46  nonmerging 
local  and  centralized  cooperatives  mak- 
ing manufactured  products  and  engaged 
in  fluid  milk  distribution  but  not  engaged 
in  bargaining.  These  69  cooperatives  en- 
joyed an  average  (unweighted)  growth 
in  sales  of  130.6  per  cent  between  1945 
and  1955.  The  46  cooperatives  which 
reported  growing  entirely  internally  grew 
by  62.8  per  cent  and  the  23  growing 
partly  by  merger  grew  by  an  average  of 
266.2  per  cent. 

If  we  compare  the  growth  of  only  those 
cooperatives  marketing  fluid  and  manu- 
factured milk  products,  the  merging  firms 
clearly  grew  most  rapidly:  219.4  per  cent 
compared  to  75.4  per  cent. 

A  similar  comparison  of  these  market- 
ing only  manufactured  milk  products  tells 
an  even  more  striking  story.  Sales  of  the 
five  merging  cooperatives  grew  an  aver- 
age of  434.8  per  cent  compared  to  47.9 
per  cent  for  the  21  nonmerging  coop- 
eratives. 

The  growth  of  assets  of  merging  and 
nonmerging  cooperatives  paralleled  their 
sales  growth.  Again,  the  merging  firms 
clearly  outdistanced  those  growing  en- 
tirely through  internal  expansion. 

Of  course,  the  preceding  comparisons 
are    average    relationships.    Some    non- 
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Table  26.  Distribution  of  Percent- 
age Increase  in  Sales  Between  1 945 
and  1955  of  23  Merging  and  46 
Nonmerging  Cooperatives 


Per  cent  increase 
in  sales 

23 

merging 

cooperatives 

46 
nonmerging 
cooperatives 

—33  toO 

0-49 

50-99 

100-199 

200-299 

300-399 

400-499 

500-999 

1,000-1,999 

0 
3 

5 
5 

4 
1 
2 
2 

1 

6 
23 
8 
6 
2 
0 
1 
0 
0 

merging  firms  also  grew  quite  rapidly 
and  a  few  using  mergers  grew  but  little. 
Table  26  shows  the  number  of  coopera- 
tives growing  by  various  percentages  be- 
tween 1945  and  1955. 

Six  nonmerging  cooperatives  actually 
experienced  declines  in  sales  between 
1945  and  1955  whereas  no  merging  co- 
operatives experienced  such  declines. 
Fully  37  (80.4  per  cent)  nonmerging 
cooperatives  grew  by  less  than  100  per 
cent,  whereas  only  eight  (34.8  per  cent) 
of  the  merging  cooperatives  fell  in  this 
class.  On  the  other  hand,  only  three  (6.5 
per  cent)  nonmerging  cooperatives  grew 
by  over  200  per  cent  compared  to  10 
(43.5  per  cent)  of  the  merging  coopera- 
tives. 

The  growth  comparisons  made  here 
are  in  current  dollars.  Actually,  whole- 
sale dairy  prices  increased  about  60.3 
per  cent  between  1945  and  1955.  Thus 
cooperatives  experiencing  sales  increases 
of  less  than  60.3  per  cent  actually  de- 
creased in  size  during  this  period.  This 
was  true  of  34  (74  per  cent)  of  the  non- 
merging  cooperatives  and  only  five  (21.7 
per  cent)  of  the  merging  cooperatives. 

While  there  was  considerable  varia- 
tions in  the  sales  growth  rates  within  the 
merging  and  nonmerging  groups,  as  well 
as  between  the  groups,  the  sales  means  of 
the  two  groups  are  significantly  different 


at  the  99  per  cent  level.  The  asset  means 
of  the  two  groups  are  significantly  differ- 
ent at  the  99  per  cent  level  for  all  but 
those  cooperatives  marketing  only  manu- 
factured products:  these  means  are  sig- 
nificantly different  at  the  95  per  cent 
level. 

Bargaining  cooperatives  which  owned 
some  of  their  own  processing  and  distri- 
bution facilities  also  used  mergers. 
Twelve  of  the  19  cooperatives  of  this 
type  grew  in  part  through  mergers.  The 
sales  of  the  merging  firms  increased 
somewhat  more  rapidly  than  those  of  the 
nonmerging  cooperatives:  158.7  com- 
pared to  100.1  per  cent.  This  difference 
did  not  prove  statistically  significant  at 
the  95  per  cent  level.  However,  the  assets 
of  the  merging  cooperatives  grew  at  a 
significantly  faster  rate:  302  per  cent 
compared  to  139  per  cent. 

Mergers  by  these  bargaining  associa- 
tions were  made  mainly  to  achieve  a 
greater  degree  of  vertical  integration, 
either  into  distribution  or,  more  com- 
monly, into  manufacturing.  The  much 
greater  asset  growth  of  the  merging  co- 
operatives reflects  this  fact. 

Comparisons  of  Internal  and 
External  Growth 

Above  we  have  compared  only  the 
total  growth  of  merging  and  nonmerging 
cooperatives.  Because  of  their  signifi- 
cantly greater  growth  rates,  we  might 
infer  that  the  merging  firms  grew  more 
rapidly  because  of  their  mergers.  Discus- 
sions below  of  the  apparent  reasons  and 
effects  of  these  mergers  suggest  that  such 
a  causal  relationship  exists  (pp.  55  ff.). 
However,  one  way  of  supporting  statisti- 
cally this  hypothesis  is  by  separating  the 
external  (merger)  and  internal  compo- 
nents of  growth  in  order  to  see  whether 
mergers  accounted  for  this  difference. 

In  making  these  comparisons  we  have 
excluded  the  centrals  of  federated  asso- 
ciations because  their  size  is  less  likely 
to  be  explained  by  their  mergers  than  is 
that  of  other  types  of  associations  in  our 
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Table  27.  Comparison  of  the  Sales  and  Asset  Growth  of  35  Coopera- 
tive Dairies  Between  1945  and  1955  with  the  Assets  and  Sales  of  Con- 
cerns Acquired  by  These  Cooperatives  During  1946—55 


Values  in 
actual  dollars 

Values  adjusted  to 
1955  price  level* 

(000) 

(000) 

$266,539 

537,616 

271,077 

66,827 

24.65 

$427,262 

537,612 

110,350 

67,776 

61.42 

46,068 

124,789 

78,721 

17,130 

21.70 

61,242 

124,789 

63,547 

17,364 

27.32 

1945  Sales  of  35  acquiring  cooperatives . . 
1955  Sales  of  35  acquiring  cooperatives . . 

Growth  in  sales,  1945-55 

Sales  of  acquired  concerns 

Per  cent  of  growth  due  to  mergers 

1945  Assets  of  35  acquiring  cooperatives 
1955  Assets  of  35  acquiring  cooperatives 

Asset  growth,  1945-55 

Assets  of  acquired  concerns 

Per  cent  of  growth  due  to  mergers 


*  See  text. 

sample.  The  35  merging  cooperatives  in 
the  sample  are  those  in  table  25. 

The  customary  method  used  to  divide 
growth  into  its  internal  and  external 
components  is  to  compare  the  size  of  con- 
cerns acquired  during  a  certain  period 
with  the  growth  of  the  acquiring  coop- 
eratives during  the  period.  Such  a  com- 
parison appears  in  table  27. 

In  making  these  comparisons,  sales 
and  assets  were  adjusted  to  1955  values.74 

According  to  these  comparisons,  merg- 
ers accounted  for  61.42  per  cent  of  the 
sales  growth  of  these  concerns,  and  in- 
ternal growth  for  38.58  per  cent.  The 
comparable  asset  figures  are  27.32  per 
cent  and  72.68  per  cent. 

The  preceding  comparisons  tell  us 
nothing  of  the  indirect  effects  of  mergers 
on  growth  because  they  treat  internal 
growth  solely  as  a  residual,  i.e.,  the  differ- 
ence  between   total   growth   and   direct 


growth  due  to  mergers.  We  will  try  to 
partially  overcome  these  difficulties  by 
using  the  following  estimating  proce- 
dure: 

First,  we  will  estimate  the  internal 
growth  rate  of  these  concerns  by  assum- 
ing it  to  be  the  same  as  that  of  their  non- 
merging  counterparts  (table  25).  This 
was  3.5  per  cent75  for  the  entire  period, 
or  an  annual  rate  of  .33  per  cent.  Second, 
we  will  estimate  the  direct  and  indirect 
effects  of  mergers  on  growth  by  assum- 
ing that  in  addition  to  their  direct  effect 
on  growth  in  the  year  of  purchase,  merg- 
ers are  responsible  for  a  part,  propor- 
tional to  their  size,  of  all  subsequent 
growth.  For  example,  if  in  1946  a  coop- 
erative with  sales  of  $900,000  merged 
with  a  concern  with  $100,000  sales,  we 
will  assume  that  the  merged  concern  is 
responsible  for  10  per  cent  of  all  subse- 
quent internal  growth.  In  estimating  the 

74  An  index  of  wholesale  dairy  prices  was  used  to  make  these  adjustments.  Only  current  assets 
were  adjusted  to  1955  values.  Fixed  assets  were  not  adjusted  because  no  price  index  is  available 
for  making  a  satisfactory  adjustment.  Because  we  had  no  breakdown  of  current  and  other  assets 
for  all  acquired  and  acquiring  cooperatives,  it  was  assumed  that  in  all  cases  current  assets  repre- 
sented 50  per  cent  of  total  assets. 

75  This  figure  differs  from  that  in  table  25  for  two  reasons.  1 )  It  represents  the  aggregate  sales 
growth  of  the  53  nonmerging  cooperatives  whereas  that  in  table  25  is  their  unweighted  average 
sales  growth.  2)  It  is  adjusted  for  the  change  in  wholesale  dairy  prices  between  1945  and  1955. 
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Chart  8.  Estimated  Internal,  External,  and  Unexplained  Components  of 
Growth  of  Total  Sales  of  35  Cooperative  Dairies  Growing  in  Part  by 
Mergers  During  1946-55. 
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A=Total  sales  in  1 945  adjusted  to  1  955  price  levels. 
B— A  —  Estimated  internal  growth  (1  3.6  per  cent  of  total  growth). 
C— B  =  Estimated  external  growth  (61 .9  per  cent  of  total  growth). 
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Chart  9.  Estimated  Internal,  External,  and  Unexplained  Components  of 
Growth  in  the  Total  Assets  of  35  Cooperative  Dairies  Growing  in  Part  by 
Mergers  During  1946-55. 
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A      Total  assets  in  1945  partially  adjusted  to  1955  price  levels 
B      A      Estimated  internal  growth  (66.5  per  cent  of  total  growth) 
C  -  B  =  Estimated  external  growth  (32-2  per  cent  of  total  growth) 
D      C      Unexplained  growth  (1.3  per  cent  of  total  growth) 
D     Total  assets 
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indirect  effects  of  mergers  on  growth  we 
will  assume  the  growth  rate  equal  to  that 
enjoyed  by  our  sample  of  nonmerging 
cooperatives.  For  example,  if  a  concern 
with  sales  of  $100,000  was  acquired  in 
1946,  we  will  assume  that  its  indirect 
contribution  to  growth  amounted  to 
$100,000  times  .33  per  cent  compounded 
annually  for  the  following  nine  years. 

Theoretically,  by  using  the  above  pro- 
cedures, estimated  internal  growth  plus 
estimated  external  growth  should  equal 
total  actual  growth  during  the  period. 
If  our  estimated  internal  and  external 
growth  closely  approximates  actual 
growth  of  the  merging  cooperatives,  we 
may  infer  that  mergers  explained  the 
difference  between  the  growth  rates  of 
our  merging  and  nonmerging  coopera- 
tives. 

Of  course,  if  any  "unexplained 
growth"  exists  (i.e.,  the  difference  be- 
tween estimated  and  actual),  it  could  be 
due  to  various  things  including  errors  in 
basic  data  and  estimating  procedures. 
But  one  possibility  is  that  the  mergers 
themselves  so  added  to  the  over-all  effi- 
ciency of  the  acquiring  cooperatives  that 
they  accelerated  the  acquiring  coopera- 
tives' growth  beyond  that  suggested  by 
our  estimates. 

Charts  8  and  9  show  the  estimated  ag- 
gregate internal  and  external  growth  of 
the  35  merging  cooperatives  as  indicated 
by  the  above  procedures. 


Because  adjusted  sales  of  the  nonmerg- 
ing cooperatives  grew  by  3.5  per  cent,  it 
is  assumed  the  35  merging  cooperatives 
enjoyed  an  internal  growth  of  from 
$427,000,000  in  1945  to  $442,000,000  in 
1955,  or  an  increase  of  $15,000,000 
(chart  8).  The  direct  and  indirect  effects 
of  the  acquired  concerns  on  growth  dur- 
ing 1946-1955  resulted  in  an  estimated 
external  growth  of  $68,000,000.  The  esti- 
mated total  growth  of  these  concerns  was 
$110,000,000.  Thus,  estimated  internal 
growth  accounted  for  13.6  per  cent  and 
estimated  external  growth  for  61.9  per 
cent  of  the  growth  of  these  cooperatives 
between  1945  and  1955.  This  leaves  24.5 
per  cent  of  their  sales  growth  unexplained 
by  our  procedure. 

The  estimates  of  asset  growth  gave  the 
following  results:  estimated  internal 
growth  66.5  per  cent,  estimated  external 
growth  32.2  per  cent,  and  unexplained 
growth  1.3  per  cent  of  total  asset  growth 
between  1945  and  1955  (chart  9). 

The  preceding  comparisons  indicate, 
especially  in  the  case  of  assets  growth, 
that  mergers  explain  most  of  the  differ- 
ence in  the  growth  rates  of  the  merging 
and  nonmerging  cooperatives  in  the 
sample.  In  other  words,  had  these  con- 
cerns not  made  these  mergers,  they  would 
have  grown  at  a  much  slower  rate,  per- 
haps about  the  same  as  that  of  the  non- 
merging  cooperatives  in  the  sample. 


MERGER  REASONS,  METHODS,  PROBLEMS,  AND  EFFECTS 


In  addition  to  the  preceding  quantita- 
tive data  on  the  extent  and  apparent 
effects  of  mergers  on  the  growth  of  our 
sample  of  dairy  cooperatives,  we  also  ob- 
tained data  on  merger  methods  and  some 
qualitative  impressions  as  to  problems, 
reasons,  and  effects  of  mergers. 

It  should  be  emphasized  that  many  of 
the  answers  involved  the  judgment  of  the 
persons  filling  out  the  questionnaires. 
Usually  this  was  the  manager  of  the 
acquiring  cooperative,  although  often  a 


number  of  persons  obvioudy  participated 
in  providing  the  requested  information. 

Reasons  for  Mergers 
Among  Cooperatives 

Cooperatives  merging  with  other  co- 
operatives did  so  almost  exclusively  to 
increase  the  size  of  their  operations. 
About  half  explicitly  gave  this  reason 
and  nearly  all  others  cited  reasons  im- 
plying the  same  motive.  They  cited  such 
factors   as:    increased   membership,    in- 
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creased  size,  elimination  of  overlapping 
procurement  routes,  and  increased  sup- 
plies of  milk.  These,  of  course,  are  rea- 
sons for  growth,  not  reasons  for  growth 
by  merger.  Obviously  the  respondents 
felt  that  mergers  provided  the  best  means 
of  growing  to  achieve  this  end. 

Methods  Used  in  Mergers 
Among  Cooperatives 

The  cooperatives  in  our  sample  used 
the  following  methods  in  merging  with 
other  cooperatives. 

NUMBER  OF 
METHOD  MERGERS 

One  cooperative  bought  the  assets  of 
another 18 

One  or  more  cooperatives  merged  into 
a  new  one  16 

Other    1 

Total 35 

About  half  of  the  mergers  among  co- 
operatives involved  the  purchase  of  one 
cooperative  by  another  with  the  mem- 
bers of  the  acquired  cooperative  joining 
the  other.  Most  commonly  the  members 
of  the  discontinuing  cooperative  were 
paid  with  stock  or  some  form  of  equity 
certificate  of  the  acquiring  cooperative. 
The  purchase  method  most  commonly 
was  used  in  cases  where  the  acquiring 
cooperative  was  considerably  larger  than 
the  acquired  cooperative. 

In  cases  where  several  cooperatives  of 
roughly  the  same  size  were  involved,  the 
usual  practice  was  for  the  merging  coop- 
eratives to  consolidate  into  a  new  asso- 
ciation. All  but  two  of  the  16  coopera- 
tives using  this  method  were  involved  in 
mergers  among  three  or  more  coopera- 
tives. In  consolidations  of  this  sort  the 
usual  procedure  is  for  each  member  of 
the  discontinuing  cooperative  to  receive 
an  equity  in  the  form  of  stock  or  other- 
wise in  the  new  association  proportional 
to  his  equity  in  the  discontinuing  coop- 
erative. 

One  cooperative  in  the  sample  sold  its 
assets  to  a  third  party  and  its  members 
joined    the    acquiring    cooperative.    Al- 
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though  we  do  not  know  the  details  of  this 
merger,  it  apparently  was  more  in  the 
nature  of  a  planned  dissolution  of  one 
cooperative  with  an  understanding  that 
members  would  j  oin  another  in  the  com- 
munity. 

Problems  in  Merging  Cooperatives 

Cooperatives  in  the  sample  cited  a 
variety  of  problems  in  bringing  off  their 
mergers.  But  as  shown  below,  22  out  of 
35  reported  encountering  no  serious 
problems. 

TYPE  OF  MERGERS  NUMRER  OF 

ENCOUNTERED  IN  MERGERS  MERGERS 

No  serious  problems  22 

Displacement  of  management  of 

merging  cooperatives    13 

Disagreement  as  to  relative  values  of 

merging  cooperatives    8 

Conflicts  between  members  of 

merging  cooperatives    5 

Displacement  of  directors  of 

merging  cooperatives    2 

Other    3 

Total 53* 

*  Total  exceeds  35  because  some  cooperatives 
gave  more  than  one  reason. 

This  experience  reflects,  in  part,  the 
fact  that  usually  when  there  are  very- 
serious  obstacles  to  mergers  among  co- 
operatives, they  are  not  consummated. 
Those  working  with  cooperatives  in  plan- 
ning mergers  know  only  too  well  that 
many  more  mergers  among  cooperatives 
are  proposed  and  discussed  than  succeed. 

The  most  frequently  mentioned  prob- 
lem in  merging  cooperatives  is  that  aris- 
ing from  the  displacement  of  manage- 
ment of  the  discontinuing  cooperative. 
In  13  mergers  this  was  cited  as  a  prob- 
lem. Managers  of  cooperatives  contem- 
plating mergers  are  in  a  strategic  posi- 
tion to  prevent  culmination  of  mergers 
which  threaten  their  jobs.  Directors  and 
members  usually  must  rely  on  manage- 
ment's advice  as  to  the  expected  results 
of  a  possible  merger  on  operating  effici- 
ency and  other  matters. 

The  next  most  frequently  mentioned 

56] 


problem  was  that  of  arriving  at  accept- 
able relative  values  of  the  merging  con- 
cerns. This  problem  is  most  common  in 
the  consolidation  of  a  number  of  coop- 
eratives. 

In  only  five  cases  were  conflicts  be- 
tween members  of  merging  cooperatives 
cited  as  an  obstacle  to  mergers.  Such  con- 
flicts might  include  anything  from  dis- 
agreements among  members  due  to 
nationality  or  personality  characteristics, 
to  conflicts  because  members  of  one  co- 
operative feel  they  are  benefiting  less 
from  a  merger  than  those  of  the  other 
cooperative.  However,  the  fact  that  con- 
flicts among  members  were  mentioned  so 
seldom  suggests  that  this  was  not  a 
serious  obstacle  to  these  mergers. 

One  way  of  measuring  the  effects  of 
membership  objections  to  a  merger  is  to 
determine  how  many  members  of  ac- 
quired cooperatives  joined  the  acquiring 
cooperative  after  the  merger.  In  21  of  the 
32  mergers  on  which  we  have  this  infor- 
mation, all  members  joined  the  acquiring 
cooperative.  In  nine  of  the  11  other  cases 
at  least  90  per  cent  joined.  In  the  other 
two  cases  20  per  cent  did  not  join  the 
acquiring  cooperative.  These  experiences 
reinforce  the  preceding  findings  that  ob- 
jections of  cooperative  members  were 
not  a  serious  obstacle  to  these  mergers. 

In  only  two  cases  was  displacement  of 
the  directors  of  the  merging  cooperative 
cited  as  a  problem.  This  probably  reflects 
the  fact  that  it  is  a  common  practice  to 
include,  at  least  initially,  some  or  all  of 
the  directors  of  the  discontinuing  coop- 
erative on  the  board  of  the  acquiring  or 
new  cooperative.  Then  directors  do  not 
have  much  to  lose  personally  by  a 
merger. 

Three  cooperatives  stated  (as  "other" 
reasons)  that  getting  members  to  under- 
stand completely  the  reasons  and  details 
of  the  merger  presented  a  problem, 
though  not  a  serious  one.  As  one  manager 
put  it :  "Even  a  year  after  the  merger  has 
taken  place  we  are  still  confronted  with 
questions  concerning  how  such  a  trans- 
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action  was  completed  and  what  effect  it 
will  have  on  individual  patrons." 

Effects  of  Mergers  Among 
Cooperatives 

In  all  cases  reported  here,  mergers  im- 
proved the  efficiency  of  the  merging  co- 
operatives, according  to  the  persons  fill- 
ing out  the  questionnaire.  Two  questions 
were  asked  to  get  information  on  this 
point :  1 )  Do  you  feel  your  mergers  weak- 
ened your  association  in  any  way?  2)  Do 
you  feel  your  mergers  made  your  asso- 
ciation a  larger,  more  efficient  and/or 
more  stable  association? 

In  all  cases  the  respondents  answered 
"no"  to  the  first  question  and  "yes"  to  the 
second.  Those  explaining  their  reasons 
for  saying  "yes"  to  the  second  question 
made  such  comments  as :  "resulted  in  in- 
creased membership  and  sales,"  "it  took 
us  out  of  the  red,"  "resulted  in  improved 
sales  efficiency,  better  capital  use,  and 
cut  management  costs,"  "eliminated  un- 
healthy competition  between  plants." 

Even  after  recognizing  that  most  re- 
spondents had  participated  in  the  merger 
negotiation  and  therefore  could  not  be 
completely  objective  in  assessing  their 
results,  the  unanimity  of  the  response  to 
the  above  questions  strongly  suggests 
that  the  mergers  were  successful.  They  in- 
creased the  procurement,  production  and 
marketing  efficiency  of  the  cooperatives 
involved. 

Reasons  for  Acquiring 
Noncooperatives 

Acquiring  cooperatives  gave  a  number 
of  reasons  for  making  their  87  noncoop- 
erative  mergers.  Ususally  they  gave  more 
than  one  reason  for  each  merger.  Sig- 
nificantly, in  49  cases  they  gave  as  a 
motive  the  desire  to  prevent  others  from 
acquiring  this  outlet.  Apparently  those 
giving  this  reason  were  often  in  the  fluid 
milk  business  previous  to  the  acquisition, 
often  as  a  bulk  supplier  to  the  acquired 
concern. 


WHAT  WERE  YOUR  PRIMARY  REASONS 

FOR  ACQUIRING  THE  ABOVE 

NONCOOPERATIVE  BUSINESS? 

To  prevent  another  concern  from  buying 

this  outlet   49 

Cheaper  to  buy  fluid  milk  outlet  than  to 

develop  your  own 35 

Increase  bargaining  power  of  your 

association    22 

Cheaper  to  buy  production  facilities  than 

to  build  your  own 21 

Increase  membership  of  cooperative 10 

Other  reasons   11 

No  answer 4 

Total 152* 

*  Total  exceeds  87  because  most  checked 
more  than  one  reason. 

They  evidently  feared  that  if  the  busi- 
ness was  sold  to  someone  else  they  would 
lose  this  outlet  for  their  milk.  Because 
this  motive  loomed  so  large,  it  may  ex- 
plain the  high  correlation,  mentioned 
above,  between  cooperative  merger  activ- 
ity and  the  merger  activity  of  large  non- 
cooperatives.  Many  of  the  merging  co- 
operatives may  have  been  reacting  to 
actual  or  threatened  merger  activity  of 
others  in  their  market. 

Another  frequently  mentioned  reason 
for  mergers  was  the  feeling  that  it  was 
cheaper  to  buy  fluid  milk  outlets  than  to 
develop  them  through  internal  expansion. 
This  reasoning  is  consistent  with  that  pre- 
sented above  (page  43)  concerning  the 
difficulties  of  growing  in  market  struc- 
tures characterized  by  relatively  few 
firms  and  little  product   differentiation. 

The  third  most  frequently  mentioned 
reason  was  the  desire  to  increase  bar- 
gaining power.  Those  citing  this  reason 
may  have  had  a  number  of  things  in  mind 
in  giving  this  answer.  Most  probably  they 
were  thinking  in  terms  of  improving  their 
competitive  position,  either  by  increasing 
their  own  strength  through  increased 
volume  or  greater  integration,  or  by  buy- 
ing out  a  competitor. 

The  fourth  most  frequently  cited  rea- 
son for  mergers  was  that  it  was  cheaper 
to  buy  production  facilities  than  to  build 
them.  Strictly  interpreted,  this  answer  im- 
plies that  these  mergers  were  made  be- 
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cause  the  physical  facilities  were  a  good 
buy  compared  to  the  cost  of  new  or  ex- 
panded old  facilities. 

In  10  cases  acquisitions  were  made,  in 
part,  to  increase  the  membership  of  the 
cooperative.  This  answer  implies  that 
noncooperative  mergers  were  used  as  a 
means  of  obtaining  cooperative  members. 
In  other  words,  sometimes  the  best  way 
of  expanding  membership,  and  thereby 
intake  volume,  is  by  buying  out  a  non- 
cooperative  rival.  As  shown  below,  in 
cases  where  former  suppliers  of  nonco- 
operatives were  permitted  to  join  the 
acquiring  cooperative,  the  great  majority 
of  the  farmers  joined  the  cooperative. 
Thus,  the  experience  of  these  acquiring 
cooperatives  suggests  that  acquisitions  of 
noncooperatives  can  be  an  effective 
means  of  increasing  membership. 

Problems  Encountered  in  Acquiring 
Noncooperatives 

It  is  significant  that  cooperatives  re- 
ported encountering  fewer  problems  in 
acquiring  noncooperatives  than  they  did 
in  merging  with  other  cooperatives.  In  68 
of  the  87  acquisitions  of  noncooperatives 
the  cooperatives  reported  that  they  en- 
countered no  serious  problems.  In  only 
23  cases  (25.3  per  cent)  did  they  report 
encountering  one  kind  of  problem  or 
another.  This  compares  with  84  per  cent 
in  the  case  of  mergers  among  coopera- 
tives. 

WHAT  PROBLEMS  DID  YOU  ENCOUNTER  IN 
MAKING  PARTICULAR  PURCHASES? 

No  serious  problems  68 

Inefficient  personnel  of  purchased  firm.  ...  5 

Financing   problems    5 

Loss  of  customers  after  purchase 4 

Some  suppliers  would  not  join  after 

purchase 2 

Resentment  of  management  of  selling 

concerns  1 

Resulted  in  excess  capacity 1 

Other    2 

No  answer 3 

Total 91* 

*  Total  exceeds  87  because  some  gave  more 
than  one  answer. 
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In  five  cases,  the  acquired  concern  was  In  another  32  cases,  loans  were  ob- 

staffed  by  inefficient  personnel,  accord-  tained  from  banks  for  cooperatives  and 

ing  to  the  acquiring  cooperative.  This  is  in   another    16   cases   from   commercial 

essentially  a  short-run  problem,  however,  banks.  This  method,  like  most  other  non- 

since  the  cooperative  should  have  been  equity   financing  methods,   was  used   in 

able  to  replace  such  persons  after  opera-  conjunction  with  revolving  fund  or  stock 

tions  got  underway.  Of  course,  this  could  financing. 

be  a  serious  problem  if  the  cooperative  In  27  cases,  the  purchase  was  made,  at 

acquired  a  very  large  noncooperative  op-  least  in  part,  out  of  reserves.  Most  often 

erating  in  fields  new  to  the  cooperative,  this   method   was   used   in   making   the 

In  this  event  the  cooperative's  manage-  smallest  acquisitions, 
ment  might  be  dependent  upon  the  staff  In  20  cases,  time  payment  plans  were 

of  the  acquired  concern  for  some  time.  worked  out  with  the  seller.  Although  not 

Financing   problems   did   not   present  as  frequently  used  as  some  other  methods, 

much   of  a   problem  in   acquiring   non-  this  was  an  extremely  important  method 

cooperatives.  They  were  cited  in  only  five  of  financing  the  largest  acquisitions.  Per- 

cases.  sonal  interviews  with  some  of  the  coop- 

The    frequency    with    which    various  eratives  involved  indicates  that  this  was 

methods  of  financing  were  used  is  as  fol-  one  of  the  big  advantages  of  acquiring  a 

lows:  going  concern. 

method  of  number  of  Loss  of  customers  of  acquired  concerns 

financing  times  used  was  cited  as  a  problem  m  only  four  acqui- 
Member  revolving  fund 50  sitions.  This  suggests  that  acquiring  non- 
Borrowed  from  bank  for  cooperatives..  32  cooperatives  may  be  an  effective  means 
Paid  cash  out  of  association  reserves. . .  27  of  obtaining  and  keeping  a  market  outlet 
Worked  out  time  payment  plan  with  r  -n     t>i  i  •   i 

n  ork  lor  milk.  Ine  extent  to  which  customers 

seller 20 

Borrowed  from  commercial  banks  ....   16  were  retained  is  one  important  criterion 

Sale  of  stock  to  members 8  of  the  success  of  a  merger  designed  to 

Sale  of  bonds  to  members 1  buy  market  outlets.  To  get  information  on 

Total 154*  tnis  matter,  acquiring  cooperatives  were 

— — — ; asked:  "If  the  purchased  concern  was  a 

'"Total  exceeds  87   because  most   acquiring  a    -j       -n  *.i  *      i.  i_ 

....  „  ,  a.  fluid  milk  outlet,  about  what  percentage 

cooperatives    reported    using    more    than    one  p  _.  _r 

method,  by  volume  ot  customers  did  you  keep 

after  the  purchase?"  The  distribution  of 

As  shown  above,  cooperatives  usually  responses  in  the  case  of  61  acquired  fluid 

used  more  than  one  method.  Most  often,  milk  outlets  was  an  fonows: 
financing  involved  the  use  of  members' 
revolving   funds.  This  simply   indicates  per  cent  of  customers 

i       L    .-,    .       .         j  ,        ,  L     J  ,  NUMBER  OF  ACQUIRED  RETAINED  AFTER  THE 

that  this  is  the  method  most  commonly        ^cooperatives  sale  purchase 

used  by  these  cooperatives  to  obtain  their  30  100 

equity  capital.   Cooperatives  using  this  14  90-99 

method  of  financing  frequently  used  it  in  6  80-89 

conjunction  with  some  other  method.  For  70-79 

example,  they  might  get  a  loan  from  a  3  50-59 

bank  for  most  of  the  original  purchase  1  25 

price    and    then    gradually    pay    it    off  1  15 

through  the   revolving  fund  method   of  6  No  answer 

financing.  The  above  discussion  also  ap-  77 

plies  to  the  eight  cases  where  sale  of  com- 
mon stock  was  used,  in  part,  to  finance  This   experience   indicates   that   most 

mergers.  fared  very  well  in  retaining  customers. 
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Only  five  lost  over  20  per  cent  of  their 
customers.  In  the  latter  cases  the  merger 
may  have  failed  in  its  objective. 

Some  cooperatives  reported  going  to 
considerable  lengths  in  making  the  transi- 
tion from  noncooperative  to  cooperative 
ownership.  In  fact  this  might  represent  a 
study  in  itself.  In  Appendix  C  is  repro- 
duced a  letter  which  one  cooperative  sent 
to  all  retail  customers  of  the  acquired 
concern.  Others  reported  contacting  each 
patron  personally  to  explain  the  pur- 
chases. Still  another  reported  operating 
the  acquired  concern  under  its  old  name 
without  informing  customers  of  the 
change  in  ownership. 

Only  two  cooperatives  reported  en- 
countering serious  problems  in  getting 
former  farm  suppliers  of  the  acquired 
noncooperative  to  join  the  cooperative 
after  the  purchase.  To  get  specific  infor- 
mation on  their  experience  in  this  re- 
spect, cooperatives  acquiring  noncobp- 
eratives  were  asked  two  questions:  1) 
Did  you  permit  farmers  supplying  the 
acquired  concern  to  join  your  associa- 
tion? 2)  What  per  cent  joined? 

In  74  noncooperative  mergers,  mem- 
bers were  permitted  to  j  oin  the  acquiring 
cooperative.76  In  only  eight  cases  were 
they  not.  Six  of  these  involved  acquisi- 
tion by  centrals  of  federated  cooperatives 
which  prohibit  direct  membership  of 
farmers  in  the  central.  Thus,  former  sup- 
pliers would  have  to  join  a  local  unit  of 
the  federation  in  order  to  sell  through  the 
central.  In  one  of  the  other  cases  not  per- 
mitting former  suppliers  to  join  the  co- 
operative, the  acquired  noncooperative 
was  a  fluid  milk  distributor  located  some 
distance  from  the  cooperative.  After  the 
acquisition,  the  cooperative  supplied 
these  routes  from  its  processing  plant. 
Because  the  former  suppliers  were 
located  outside  the  cooperative's  procure- 
ment area  it  was  not  feasible  to  permit 
them  to  become  members. 

Of  the  48  acquisitions  on  which  we 
have  this  information,  the  following  per- 


centages of  former  suppliers  joined  the 
cooperative  after  the  merger : 


PER 

CENT  OF  FORMER 

SUPPLIERS  JOINING 

COOPERATIVE  AFTER 

NUMBER  OF  MERGERS 

MERGER 

22 

100 

19 

90-99 

0 

80-89 

3 

70-79 

2 

60-69 

2 

20 

48* 

*  In  13  cases  the  acquired  concern  was  al- 
ready being  supplied  by  the  cooperative  or  its 
members;  in  13  other  cases  we  have  no  infor- 
mation on  their  experience  in  retaining  sup- 
pliers. 

This  experience  does  not  appear  to  be 
quite  as  favorable  as  that  of  mergers 
among  cooperatives  (see  above).  In  66 
per  cent  of  the  cases  of  mergers  among 
cooperatives  all  members  joined  the  ac- 
quiring cooperative  and  in  94  per  cent  of 
the  cases  90  per  cent  or  more  joined.  In 
the  case  of  noncooperative  acquisitions, 
the  comparable  figures  are  46  per  cent 
and  85  per  cent.  It  should  be  noted,  how- 
ever, that,  in  the  case  of  mergers  among 
cooperatives,  the  major  motive  of  the 
acquisition  was  to  increase  volume  by  in- 
creasing membership,  whereas,  in  the 
case  of  noncooperatives,  this  usually  was 
of  only  secondary  importance.  As  noted 
above,  of  the  reasons  given  for  acquiring 
noncooperatives,  increasing  membership 
was  mentioned  in  only  10  of  the  87  ac- 
quisitions. 

Comparison  of  Merger  Activity  of 
Large  Cooperatives  and 
Noncooperatives 

The  large  cooperatives  in  the  sample 
used  mergers  less  extensively  in  their 
growth  than  did  large  noncooperative 
dairies  during  1946-1955.  Whereas  the 
nine  cooperatives  with  sales  of  between 
$10,000,000  and  $20,000,000  in  1945 
averaged  two  mergers  each  (table  19), 
noncooperatives  in  this  size  class  aver- 


This  information  was  not  reported  in  three  cases. 
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aged  16.8  each  (table  28).  In  fact,  Fore- 
most Dairies,  which  was  in  this  size  class 
in  1945,  made  80  recorded  acquisitions 
with  combined  sales  of  over  $340,000,- 
000.  As  noted  above,  the  35  cooperatives 
and  87  noncooperatives  acquired  by  all 
the  cooperatives  in  the  sample  had  com- 
bined sales  of  just  under  $100,000,000. 
Thus,  Foremost's  merger  activity  alone 
tripled  that  of  our  102  large  cooperatives 
combined. 

The  four  cooperatives  with  1945  sales 
of  between  $20,000,000  and  $100,000,- 
000  averaged  6.3  mergers  each  during 


1946-1955.  The  three  noncooperative 
dairies  in  this  size  class  averaged  24 
each. 

The  five  noncooperative  dairies  which 
had  sales  exceeding  $100,000,000  in 
1945,  averaged  49  mergers  each  during 
1946-1955.  There  were  no  cooperative 
dairies  in  this  size  class  in  1945. 

The  preceding  facts  demonstrate  that 
cooperatives  with  sales  exceeding  $10,- 
000,000  in  1945  used  mergers  much  less 
frequently  in  their  growth  during  1946- 
1955  than  did  noncooperative  dairies  of 
comparable  size. 


CONCLUSIONS  ON  DAIRY  MERGERS 


Dairy  cooperatives  as  a  whole  have 
achieved  increasing  importance  since  the 
early  1920's.  Whereas,  in  1925-1926,  co- 
operatives participated  in  marketing 
about  21  per  cent  of  all  dairy  products, 
by  1954-1955  they  participated  in  mar- 
keting 33  per  cent.  It  should  be  noted, 
however,  that  fully  40  percent  of  the 
latter  year's  sales  were  accounted  for  by 
associations  whose  principal  function  is 
to  act  as  bargaining  agents  for  farmers  in 
selling  to  noncooperative  dairies. 

But  while  cooperatives  as  a  whole  ap- 
pear to  have  done  very  well,  large  coop- 
eratives do  not  seem  to  have  fared  as  well 
as  large  noncooperatives.  For  example,  in 
1924  the  country's  three  largest  dairy  co- 
operatives had  sales  about  48  per  cent  as 
great  as  the  three  largest  noncoopera- 
tives. But  by  1933  this  percentage  had 
dropped  to  24  per  cent,  by  1945  to  18 
per  cent,  and  by  1955  to  15  per  cent. 

Much  of  the  growth  of  large  noncoop- 
eratives was  achieved  through  their  many 
mergers.  Between  the  early  twenties  and 
1946,  over  half  of  the  combined  asset 
growth  of  the  six  largest  noncooperatives 
resulted  from  merger.  Since  1946,  they 
have  continued  to  use  mergers  exten- 
sively. 

Mergers  have  been  common  through- 
out the  dairy  industry,  not  just  among 
large    noncooperatives.    During    1940- 
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1955,  between  100  and  200  dairy  mergers 
were  reported  annually.  About  20  per 
cent  of  these  were  by  the  country's  eight 
largest  noncooperative  dairies,  about  60 
per  cent  by  other  noncooperatives,  and 
20  per  cent  by  cooperative  dairies. 

An  analysis  of  the  growth  of  a  sample 
of  102  large  cooperative  dairies  indicates 
that,  between  1945  and  1955,  nearly  half 
grew  in  part  by  merging  with  other 
cooperatives  and/or  noncooperative 
dairies.  On  the  average,  cooperatives  in 
the  sample  made  1.2  mergers  each.  How- 
ever, those  cooperatives  with  1945  sales 
exceeding  $10,000,000  made  an  average 
of  3.3  mergers  each. 

Most  often  the  acquired  concerns  were 
small.  Only  about  one-third  of  the  ac- 
quired cooperatives  and  one-tenth  of  the 
acquired  noncooperatives  had  sales  be- 
tween $1,000,000  and  $10,000,000. 

Some  of  those  cooperatives  not  merg- 
ing during  1946-1955  had  considered 
doing  so;  about  12  per  cent  had  con- 
sidered merging  with  other  cooperatives 
and  11  per  cent  had  considered  acquiring 
noncooperatives.  Of  those  actually  mak- 
ing mergers  during  1946-1955,  38  per 
cent  reported  that  they  had  considered 
merging  with  additional  cooperatives 
but  had  not  done  so,  and  42  per  cent  re- 
ported similar  experiences  with  nonco- 
operatives. 

] 


Table  28.  Merger  Activity  of  Medium  and  Large  Noncobperative 
Dairies  During  1946-55 


Dairies  and  size  classes 

1945  sales 

Number  of 

acquisitions 

1946-55 

$10-19.9  Million 
Abbotts  Dairies                

* 
* 

12.8 

14.0 

* 

17.9 

57.9 

79.3 

* 

125.1 
168.8 
114.8 
459.5 
633.0 

8 

Bowman  Dairy                       

12 

Foremost  Dairies                        

80 

Knutson  Creamery                     

1 

United  Milk  Products                        

0 

Whiting  Milk  Company                          

0 

Average  for  size  class                    

16.8 

$20-99.9  Million 

27 

Fairmont  Foods 

22 

23 

24 

Beatrice  Foods    .               

74 

Carnation                                

41 

Pet  Milk 

11 

Borden 

89 

National  Dairy  Products   .                   

30 

Average  for  size  class 

49.0 

Source:  Merger  data  were  derived  from  the  same  sources  as  Table  18. 

*  Public  information  is  not  available  of  the  sales  of  this  concern  in  1945.  However,  the  author  believes  its 
sales  in  1945  were  within  the  range  of  this  size  class. 


Those  cooperatives  growing  by  merger 
during  1946-1955  clearly  grew  more 
rapidly  than  those  growing  entirely  in- 
ternally. For  example,  of  46  cooperatives 
handling  manufactured  and  fluid  milk, 
the  sales  of  18  growing  in  part  by  merger 
increased  by  219.4  per  cent,  whereas  sales 
of  the  25  growing  entirely  internally  in- 
creased by  74.4  per  cent.  The  comparable 
asset  growth  figures  were  390.9  per  cent 
and  161.1  per  cent. 

When  adjustments  are  made  for 
changes  in  the  price  level,  it  becomes  ap- 
parent that  64  per  cent  of  the  nonmerging 
cooperatives  actually  declined  in  size 
during  1946-1955.  Only  17  per  cent  of 
the  merging  cooperatives  failed  to  grow 
during  this  period. 


Statistical  comparison  of  the  growth 
experiences  of  merging  and  nonmerging 
cooperatives  supports  the  hypothesis  that 
mergers  explained  most  or  nearly  all  of 
the  differences  in  the  average  growth 
rates  of  merging  and  nonmerging  coop- 
eratives. 

Comparison  of  the  merger  activity  of 
the  cooperatives  in  our  sample  with  non- 
cooperatives  of  similar  size  indicates  con- 
clusively that  during  1946-1955  the  non- 
cooperatives  used  mergers  much  more 
extensively  in  their  growth  than  did  the 
cooperatives  in  our  sample. 

In  analyzing  the  qualitative  responses 
of  merging  cooperatives  to  a  series  of 
questions  concerning  their  merger  ex- 
periences,   it    seems    evident   that   their 
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mergers  contributed  significantly  to  their 
over-all  efficiency. 

Our  findings  teach  these  lessons :  Many 
cooperatives  have  successfully  used 
mergers  in  their  growth.  Merging  coop- 
eratives grew  much  more  rapidly  than 
the  nonmerging  cooperatives.  In  fact, 
most  of  the  nonmerging  cooperatives 
actually  decreased  in  size  between  1945 
and  1955.  Therefore,  insofar  as  growth 


is  an  indicator  of  cooperative  success, 
these  findings  support  the  hypothesis  that 
merging  dairy  cooperatives  are  much 
more  successful  than  nonmerging  ones. 
Thus,  while  there  may  be  practical  ob- 
stacles to  cooperative  mergers,  many  co- 
operatives must  overcome  these  obstacles 
if  they  are  to  survive  and  meet  the  chal- 
lenge of  today's  changing  industrial  en- 
vironment. 


APPENDIX  A 
NATURE  OF  SAMPLE  AND  SAMPLING   PROCEDURES  ON  DAIRY  MERGERS 


The  author  originally  had  intended 
sampling  merger  activity  by  dairy  co- 
operatives of  all  sizes.  For  this  purpose, 
questionnaires  were  sent  to  approxi- 
mately one-third  of  all  dairy  coopera- 
tives in  the  country.  However,  the  re- 
sponse by  small  cooperatives  to  this  ques- 
tionnaire was  very  poor.  Consequently, 
it  was  decided  to  sample  merger  activity 
by  cooperatives  with  annual  sales  of 
$1,000,000  or  more. 

The  universe  composing  cooperatives 
of  this  size  consisted  of  all  dairy  coop- 
eratives with  sales  of  $1,000,000  which 
were  listed  in  the  Yearbook  and  Direc- 
tory of  Farmer  Cooperatives,  published 
by  the  Cooperative  Digest,  in  1951,  plus 
several  which  were  not  listed  in  this  size 
class  by  the  directory,  but  were  known  to 
have  sales  exceeding  $1,000,000  in  1950. 
Cooperatives  which  were  listed  solely  as 
bargaining  associations,  that  is  did  not 
own  any  facilities  for  manufacturing  or 
distributing  milk,  were  excluded  from 
the  universe.  The  universe  so  constructed 
consisted  of  213  cooperatives. 

An  original  questionnaire  was  sent  to 
all  these  cooperatives  and  one  follow-up 
was  sent  to  those  not  responding  to  the 
original  questionnaire.  Three  question- 
naires were  returned  with  the  notation 
that  the  addressees  were  no  longer  in 
business;  another  five  were  returned 
marked  as  "unclaimed"  by  the  post- 
master. The  latter  addressees  were  also 
assumed  to  have  discontinued  business. 


Six  questionnaires  were  returned  with 
the  notation  that  the  cooperatives  ad- 
dressed had  discontinued  operations  be- 
cause they  had  merged  with  other  co- 
operatives. 

Twelve  other  questionnaires  were  re- 
turned which  indicated  that  the  respond- 
ing cooperatives  were  solely  bargaining 
associations.  These  were  not  part  of  the 
universe  we  were  trying  to  sample.  There 
were  also  nine  bargaining  associations 
among  the  nonresponding  cooperatives 
if  bargaining  cooperatives  represented 
the  same  percentage  of  these  as  of  re- 
sponding cooperatives.  Consequently  we 
might  assume  that  our  original  universe 
of  213  included  21  bargaining  associa- 
tion and  192  operating  cooperatives. 

If  we  make  this  assumption,  our  102 
usable  questionnaires,  the  six  coopera- 
tves  which  had  discontinued  business 
due  to  mergers,  the  three  which  have  dis- 
continued business,  and  five  which  are 
assumed  to  have  discontinued  business, 
represent  60.4  per  cent  of  the  marketing 
dairy  cooperatives  with  sales  of  $1,000.- 
000  or  over  in  1950. 

The  author  estimates  that  the  universe 
of  192  cooperatives  operating  in  1950 
had  combined  sales  of  $1,155,000,000 
that  year.  This  estimate  is  based  on  the 
information  received  from  returned 
questionnaires  plus  the  sales  information 
given  in  the  Yearbook  and  Directory. 
This  sales  volume  represented  56.8  per 
cent  of  the  gross  volume  of  all  operating 
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cooperatives  in  1949-1950,  as  reported 
by  Anne  L.  Gessner,  Statistics  of 
Farmers  Marketing,  Purchasing  and 
Service  Cooperatives,  1950-1951,  Coop- 
erative Research  and  Service  Division, 
F.C.A.,  March  1953. 

Thus  while  our  sample  was  not  drawn 
from  the  total  population  of  2,008  dairy 
cooperatives  operating  in  1949-1950  (as 
given  in  Gessner,  Ibid.),  the  192  coop- 
eratives sampled  accounted  for  a  large 
percentage  of  total  sales. 

The  responding  cooperatives  had  com- 
bined gross  sales  of  $750  million,  or 
about  37  per  cent  of  the  total  sales  of  all 
dairy  cooperatives  in  1949-1950. 

Accuracy  of  Merger  Information 

A  check  of  the  merger  information  sup- 
plied by  our  respondants  with  other 
sources  indicates  that   our  respondents 


did  not  seriously  understate  their  actual 
merger  activities  (Appendix  B). 

Only  two  of  the  58  cooperatives  in  our 
sample  which  reported  making  no  merg- 
ers appeared  to  have  done  so.  These  two 
apparently  acquired  five  noncobperative 
dairies.  However,  in  the  growth  compari- 
sons in  the  text,  we  have  included  these 
two  cooperatives  among  those  not  mak- 
ing mergers. 

Comparisons  with  our  secondary 
sources  indicates  that  the  44  coopera- 
tives in  our  sample  reporting  mergers, 
acquired  at  least  39  cooperatives  rather 
than  35  as  they  reported  and  acquired  at 
least  97  noncobperatives  rather  than  87. 
This  under-reporting  of  merger  experi- 
ence probably  has  not  seriously  affected 
the  accuracy  of  our  results  because  the 
unreported  mergers  apparently  involved 
small  businesses. 


APPENDIX  B 

ESTIMATED  ACCURACY  OF  SECONDARY  DATA  OF  MERGERS  BY 
DAIRY  COOPERATIVES 


Cooperative  dairy  merger  statistics 
used  in  part  III  and  in  table  18  were  de- 
rived entirely  from  secondary  sources. 
Data  on  mergers  among  dairy  coopera- 
tives were  derived  mainly  from  the  co- 
operative discontinuance  file  maintained 
by  Farmer  Cooperative  Service  of 
USDA;  81.3  per  cent  came  from  this 
source  and  the  rest  from  other  secondary 
sources. 

We  can  obtain  an  indication  of  the 
completeness  of  data  from  these  sources 
by  comparing  them  with  those  received 
from  the  mailed  questionnaire  sent  to  a 
sample  of  dairy  cooperatives.  As  noted 
in  Appendix  A,  this  questionnaire  pro- 
vided information  on  the  merger  experi- 
ence of  102  dairy  cooperatives.  These 
respondents  reported  merging  with  35 
other  cooperatives  and  87  noncobpera- 
tives during  1946-1955. 

According  to  information  from  the 
Farmer  Cooperative  Service  discontinu- 


ance file  and  other  secondary  sources 
(hereafter  referred  to  as  our  general 
merger  file),  these  102  cooperatives  u 
merged  with  30  other  cooperatives.  How- 
ever, nine  of  the  35  mergers  reported  by 
our  questionnaire  respondents  did  not 
appear  in  our  general  merger  file,  and 
four  which  appeared  in  the  general  file 
were  not  reported  by  our  respondents. 

Our  102  responding  cooperatives 
therefore  merged  with  at  least  39  other 
cooperatives  instead  of  35.  Thus  our  gen- 
eral file,  which  reported  only  30  dairy  co-  ' 
operative  mergers,  understated  actual  co- 
operative mergers  by  these  cooperatives 
by  at  least  23  per  cent.  v 

If  our  general  file  data  on  mergers  by 
all  dairy  cooperatives  are  as  complete  as 
they  are  for  our  sample  of  102  coopera- 
tives, there  were  at  least  247  mergers  in- 
volving dairy  cooperatives  rather  than 
190. 

It  should  be  noted  that  those  mergers       * 
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not  appearing  in  our  general  file  were 
all  of  small  concerns.  All  11  of  the  merg- 
ers involving  cooperatives  with  sales  over 
$1,000,000  appeared  in  the  general  file. 
This  suggests  that  this  source  includes 
very  complete  information  on  mergers 
among  large  dairy  cooperatives. 

Our  sample  of  102  dairy  cooperatives 
reported  acquiring  87  noncooperative 
concerns  during  1946-1955.  According 
to  our  general  file,  these  102  coopera- 
tives acquired  70  concerns.  However,  32 
of  the  acquisitions  reported  in  our  ques- 
tionnaire did  not  appear  in  our  general 
file,  and  15  appearing  in  our  general  file 
were  not  reported  in  our  questionnaire. 
Our  102  respondents  therefore  acquired 
at  least  102  noncooperatives.  Thus  our 
general  file  on  dairy  cooperative  mergers 
with  ioncooperatives  understate  actual 
merger  activity  of  these  concerns  by  at 
least  31  per  cent. 


If  our  general  file  on  mergers  by  all 
dairy  cooperatives  understates  actual 
mergers  by  the  same  percentage,  dairy 
cooperatives  actually  acquired  at  least 
468  noncooperatives  instead  of  the  321 
reported  in  this  file. 

It  should  be  noted  that  all  of  the  merg- 
ers reported  in  our  questionnaire  but  not 
found  in  our  general  file  involved  small 
noncooperatives.  All  10  acquisitions  re- 
ported in  our  questionnaire  involving 
noncooperatives  with  sales  over  $1,000,- 
000  were  reported  in  the  general  file. 

The  preceding  comparisons  suggest 
that  our  general  file  is  a  good  source  of 
information  on  cooperative  acquisitions 
of  large  cooperatives  and  noncoopera- 
tives. It  is  also  a  quite  complete  source  of 
mergers  involving  smaller  cooperatives. 
Possibly  we  have  records  of  as  many  as 
half  of  the  small  cooperative  and  non- 
cooperative  acquisitions. 


APPENDIX  C 

SAMPLE  LETTER  AN  ACQUIRING  COOPERATIVE  SENT  ALL  OF  THE  RETAIL 
CUSTOMERS  OF  THE  NONCOOPERATIVE  CONCERN  IT  ACQUIRED 


Dear  Customer : 

Because  of  the  tremendous  growth  of 
the  communities  which  we  serve,  we  find 
our  plant  facilities  entirely  inadequate  to 
take  care  of  our  expanding  business.  The 
necessary  outlay  for  buildings  and  ma- 
chinery to  take  care  of  our  needs  would 
be  very  costly,  and  after  much  thought 
we  decided  to  sell  our  business. 

We  have  been  using  many 

Cooperative  products  for  some  time,  so 
naturally  we  preferred  that  they  be  the 
ones  to  buy  our  business.  They  have  a 
full  line  of  the  highest  quality  dairy  prod- 
ucts, produced  in  their  new  modern  plant 
under  the  supervision  of  college  trained 


laboratory  technicians.  The  milk  all 
comes  from  local  dairy  farms,  which  are 
also  inspected  and  supervised  by  highly 
trained  field  men. 

We  want  to  sincerely  thank  you  for 
the  patronage  you  have  given  us  in  the 
past,  and  want  you  to  know  that  we  will 
continue  to  operate  our  dairy  bar. 

The  route  man  who  has  served  both 
you  and  [our]  dairy  so  well  in  the  past 

will  continue  to  serve  you  for 

Cooperative.  He  will  appreciate  your 
continued  patronage. 

Yours  very  truly, 

(Name  of  Acquired  Noncooperative) 
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Consider!)*^  Future 

in  Agricultural  Economics 

Agricultural  economics  applies  SCIENCE  to  the  BUSINESS  OF 
FARMING  ...  to  the  marketing  of  farm  products,  to  the  use  of  agri- 
cultural and  range  resources. 

If  agriculture  is  to  continue  as  an  important  segment  of  our  na- 
tional economy,  farmers  must  be  adequately  trained  in  the  business 
of  farming.  The  University  of  California's  course  of  study  in  agricul- 
tural economics  is  a  step  toward  that  goal. 

The  curriculum  .  •  .  presented  on  the  Davis  campus,  places  major 
emphasis  on  Farm  Management  .  .  .  but  also  provides  instruction  in 
Marketing,  Co-operative  Marketing.  Agricultural  Finance,  Policy,  and 
related  subjects.  Supplementary  work  may  also  be  taken  in  such 
branches  of  agriculture  as  Agronomy,  Animal  Husbandry,  Pomology, 
Agricultural  Engineering,  and  the  like. 

The  faculty  ...  is  comprised  of  trained,  experienced  economists, 
many  with  national  and  international  reputations  in  their  fields.  The 
staff  is  active  in  service  and  research  work  in  all  of  the  Western  States. 

Job  opportunities  .  .  .  can  best  be  understood  by  pointing  to 
positions  now  occupied  by  graduates.  The  largest  percentage  are 
farmers.  Other  lines  of  endeavor  include: 

Farm  Managers    ■    Credit  work    •    Farmer  Organizations 
Marketing  Organizations    •    Agricultural  Extension  work 

State  and  Federal  Departments  of  Agriculture  work 
College  teaching  and  research    •    High  school  teaching 

For  more  information:     Write  to  the  Department  of 

Agricultural  Economics, 
University  of  California,  Davis. 

or:      See  your  University  of  California 

Farm  Advisor  for  college  entrance 
requirements. 


